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ESTABLISHING FEDERAL BUDGET POLICIES ON 
CAPITAL INVESTMENTS 


(H.R. 5135 and H.R. 5197) 


WEDNESDAY, JUNE 8, 1960 


House oF REPRESENTATIVES, 
Executive AND LecisLative ReorGaNnizaTion SuscomM- 
MITTEE OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 11 a.m., in room 1501—-B, New House Office 
Building, Hon. William L. Dawson (chairman of the subcommittee) 

residing. pours , . 

Present: Representatives William L. Dawson, Dante B. Fascell, and 
Neal Smith. 

Also present : Elmer W. Henderson, counsel; Phineas Indritz, coun- 
sel: and Lawrence Redmond, clerk. 

Chairman Dawson. We will proceed to the consideration of H.R. 
5135. Our witness will be Mr. Ullman, the author of the bill. He is 
accompanied by Mr. George Taylor of the AFL-CIO, and Mr. Kermit 
Overby, representing the National Rural Electric Cooperative Asso- 
ciation. This bill deals with capital budgeting. A copy will be 
placed in the record at this point. 

(H.R. 5135 and H.R. 5197 follow :) 


(H.R. 5135, 86th Cong., Ist sess. ] 


A BILL To amend the Employment Act of 1946 to establish policies with respect to 
productive capital investments of the Government 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Employ- 
ment Act Amendments of 1959”. 


DECLARATION OF POLICY 


Sro. 2. Section 2 of the Employment Act of 1946 is amended by inserting “(a)” 
after the section nmber and by adding thereto the following subsection : 

“(b) To assist in achieving these objectives it is the further policy of the 
Federal Government (1) to distinguish between its operating expenditures and 
capital investments, (2) to exclude certain productive capital investments from 
the public debt, and (3) to retire the public debt.” 


FUNCTIONS OF COUNCIL OF ECONOMIC ADVISERS 


Seo. 3. Section 4(c) of such Act (relating to the duties and functions of the 
Council of Economic Advisers) is amended by changing the designation of para- 
graph (5) to (6) and inserting after paragraph (4) a new paragraph (5) to read 
as follows: 

“(5) to evaluate each year the Federal budgetary situation as related to the 
prospective gross national product and other economic indicators and needs, and 
to recommend, for inclusion in the Economic Report, a minimum and maximum 


1 











2 BUDGET POLICIES ON CAPITAL INVESTMENTS 


program of proposed capital investments, including, on a segregated basis «(5) 
S, Dro 


ductive capital investments for the next fiscal year, and a six-year Project spe 
of such proposed investments ;”. tion pe" to 
1 

CAPITAL BUDGET mode 


Sno. 4. (a) Such Act is further amended by adding at the end thereof of sud 
following new section : the 
“Sec. 6. (a) In transmitting to Congress the estimates called for in sect 
of the Budget and Accounting Act, 1921, as amended, the President sha} 
“(1) to the extent and in such detail as he shall designate by Executi Jowing 
order (and so far as practicable consistent with.the practices of the Inter . “SE 
Revenue Service) distinguish between operating expenditures ang ca a 901 01 
investments of the Government, and further set forth the productive uate also— 
investments, including mortgage loans, which have a useful economic life of 


ion 2 
also~ SEC. 


more than ten years and which are revenue producing or Self-liquidating jg 0 
nature; 

“(2) advise the Congress as to the progress made in identifying anq com t 
puting capital investments and more particularly such productive capital 
investments ; and in computing the public debt exclude therefrom an amount l 


equal to such productive capital investments; 

“(3) advise the Congress as to a minimum and maximum program ot 
proposed capital investments, including, on a segregated basis, productive I 
capital investments for the next fiscal year, and a six-year projection ot | i 
such proposed investments; and 

““(4) advise the Congress as to the amount of the public debt ag computed 
in accordance with this section and of the effect of the proposed budgetary 
program upon the retirement of the public debt. 

“(b) The amount of obligations issued to finance productive capital invest. | | 
ments shall not be considered a part of the public debt for the purpose of limita. 
tions on the public debt contained in section 21 of the Second Liberty Bond Act, 
as amended.” 

(b) The amendment made by this section shall be effective with respect to “( 
each budget transmitted to the Congress pursuant to section 201 of the Budget mer 
and Accounting Act, 1921, as amended, after the date of enactment of this Act Pe 

Ae 
APPLICATION OF GOVERNMENT CORPORATION CONTROL ACT ( 


eacl 
Sec. 5. The provisions of the Government Corporation Control Act, as | and 


amended, with respect to budgets, reporting, auditing, and accounting, shall | 


apply to the functions exercised by any officer or agency of the Government | 
proposing the investment of Federal bond proceeds in productive capital, to 


the same extent as applicable to wholly owned Government corporations. s 
am 
aph 
pre 

[H.R. 5197, 86th Cong., Ist sess. ] sal 


A BILL To amend the Employment Act of 1946 to establish policies with respect to 
productive capital investments of the Government 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That this Act may be cited as the 
“Employment Act Amendments of 1959”. 


c 
DECLARATION OF POLICY , 
Sec. 2. Section 2 of the Employment Act of 1946 is amended by inserting | 
“(a)” after the section number and by adding thereto the following subsection: 0 
“(b) To assist in achieving these objectives it is the further policy of the | 
Federal Government (1) to distinguish between its operating expenditures and | & 
capital investments, (2) to exclude certain productive capital investments from | P 
the public debt, and (3) to retire the public debt.” 
st 
FUNCTIONS OF COUNCIL OF ECONOMIC ADVISERS ‘ 
Src. 3. Section 4(c) of such Act (relating to the duties and functions of the 
Council of Economic Advisers) is amended by changing the designation of para: 4 


graph (5) to (6) and inserting after paragraph (4) a new paragraph (5) to 
read as follows: 
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“(5) to evaluate each year the Federal: budgetary, situation as related to the 
tive gross national product and other economic indicators and needs, 

- ecommend, for inclusion in the Heonomie Report, a minimum and maxi- 
and ogra of proposed capital investments, including, on a segregated basis, 
Se eative capital investments for the next fiscal year, and a six-year projection 


of such proposed investment art 
CAPITAL BUDGET 


Spo. 4. (a) Such Act is: further amended by adding at the end thereof the fol- 
: section : 
Meee Te (a) In transmitting to Congress the estimates called for. in section 
21 of the Budget and Accounting Act, 1921, as amended, the President shall 
1) to the extent and in such detail as he shall designate by Executive 
order (and so far as practicable consistent with the practices of the Inter- 
nal Revenue Service) distinguish between operating expenditures and capi- 
tal investments of the Government, and further set forth the productive 
capital investments, including mortgage loans, which have a useful economic 
life of more than ten years and which are revenue producing or self- 
liquidating in nature; a so 

“(2) advise the Congress as to the progress made in identifying and com- 
puting capital investments, and more particularly such productive capital 
investments ; and in computing the public debt exclude therefrom an amount 
equal to such productive capital investments ; 

“(3) advise the Congress as to a minimum and maximum program of 
proposed capital investments, including, on a segregated basis, productive 
capital investments for the next fiscal year, and a six-year projection of 
such proposed investments ; and 

“(4) advise the Congress as to the amount of the public debt as computed 
in accordance with this section and of the effect of the proposed budgetary 
program upon the retirement of the public debt. 

“(h) The amount of obligations issued to finance productive capital invest- 
ments shall not be considered a part of the public debt for the purpose of lim- 
itations on the public debt contained in section 21 of the Second Liberty Bond 
Act, as amended.” 

(b) The amendment made by this section shall be effective with respect to 
each budget transmitted to the Congress pursuant to section 201 of the Budget 
and Accounting Act, 1921, as amended, after the date of enactment of this Act. 


APPLICATION OF GOVERNMENT CORPORATION CONTROL ACT 


Sec. 5. The provisions of the Government Corporation Control Act, as 
amended, with respect to budgets, reporting, auditing, and accounting, shall 
apply to the functions exercised by any officer or agency of the Government 
proposing the investment of Federal bond proceeds in productive capital, to the 
same extent as applicable to wholly owned Government corporations. 


STATEMENT OF HON. AL ULLMAN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF OREGON 


Mr. Utitman. First I want to compliment the chairman and the 
committee for holding this hearing on one of the most important sub- 
jects that certainly can be considered in this Congress. 

My bill approaches this problem from a somewhat different point 
of view. It approaches it from the point of view of attempting to 
establish a more meaningful budget so that we can intelligently ap- 
proach this problem of cutting our budgetary expenses. 

At the present. time, we dump everything into this horse and rabbit 
stew that we call a budget, and without any rhyme or reason. It is 
almost impossible to pare it down. 

My bill is a limited bill, it doesn’t go all the way toward establishing 
4 capital-budget system such as they have in Sweden, but at least it 
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takes the initial step and I think the most important step towani | investi 
putting some meaning into the budgetary process. + debt, at 
I am not going to read all of my statement, Mr. Chairman, but || public 
would ask that it appear in the record. |” Secti 
Chairman Dawson. Very well. | shat of 
Mr. Uttman. The bill before you deals with a fundamenta] mum a 
of the governmental process—budgetmaking. At the same time, [| of bye 
want to point out at the outset that my bill is relatively limiteg;,| Sect 
its scope. Though it deals with a basic approach to the budgetary | follow 
— and though it is thus related to the — problem of capi} Fit® 
udgeting as contrasted with the so-called unitary budget, the pj) invest 
before you does not propose to establish a thoroughgoing capital self-li 
budget for the United States. It is important to make this int, | years: 
since the impression one gets from reading the critical reports on some some 
of the affected agencies is that they are opposing the whole ideg of} andl 
a capital budget rather than dealing with the realities of this specify | 5 
proposal. | amow 
Having said that, I must also say again that this is nonetheless, | thos 
bill of fundamental importance and I fully recognize that its conside. | mor, 
ation will require extensive hearings and a great deal of discusgig, | TH 
I will welcome that process and I hope that there will be plenty af tal in 
constructive criticism of the proposal, particularly from those verssj | a 
in the technical aspects of budgetmaking, economic policy, and piblic , 
administration. I am convinced that the full development of oy} P%# 
economy and, specifically, the insuring of an adequate public sector of} 1 
that economy, will require the formulation of some sort of capital 
budget approach. I have introduced this measure as a beginning ot from 
the problem—a limited approach which will allow us, as a Govern} % 
ment, to develop through experience with the techniques provided,: | life ¢ 
form of the capital-budget approach which will be best adapted to | 








our needs, ceed 

The remainder of my statement is in outline form, covering, I think, Ne 
the basic points at issue in this specific measure. 

Cont 

I. PURPOSE OF BILL nye 

eren 


Basically the purposes of my bill are twofold: To furnish amon| |! 
complete and realistic budgetary picture of proposed Government the 
expenditures; and to provide for a more orderly and coordinated | Pem 
program of expenditures which are of a capital creating or investment | “hal 
character. That is what we completely fail to do in our budgetary doe 
process at present. N 

As a subsidiary aspect, it would facilitate understanding as tothe | PT 
basically different types of expenditures—those for current operations | 
and those from which benefits will be derived over a period of years. | © 
It would further separate in the budgetary picture those expenditure } . I 
which are not only of an investment nature, but are self-liquidatingin | ™! 


character. " 
II. ANALYSIS OF BILL BY SECTIONS 

mo 

Section 1: Short title, Employment Act Amendments. dist 


Section 2: Adds to the policy statement of the Rapley weet Act that} 1 
it shall be our Government’s policy to differentiate vet ween operating | ex] 
expenditures and capital investments, that certain self-liquidating 
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D towagy | investment expenditures shall not be regarded as part of the public 
| debt, ag a goal of budgetary policy shall be the retirement of the 
| . 

na ma on 3: Adds to the duties of the Council of Economic Advisers 

; dat of evaluating the budgetary situation and recommending mini- 

al mum and seen programs of capital investment covering a period 

ahead. 
nid ron ne The President is directed in his budget message to do the 
ing things: 
iat iret, 10 distinguish bet ween operating expenditures and capital 
the bil, investments, further distinguishing those capital investments of a 

+ capita gif-liquidating nature which have an economic life of more than 10 

is point | yeaT’: This is an arbitrary figure, it could be raised or lowered, but 

of some | samewhere along the line you have to make an arbitrary distinction, 

s idea of | and [ think it is a proper one. 

$ Specie | Second, the President is directed to report to the Congress as to the 
| amount of public debt, separating from it that amount represented by 

theless , | those self-liquidating capital investments with an economic life of 

onside. | more than 10 years. ‘? 

SCUSSion, Third, he recommends a minimum and maximum program of capi- 

lenty of tal investments covering a period of 6 years ahead, and this has been 

8 versa | dawn up by the Council of Economic Advisers under the bill. 





dpa Fourth, he will report as to the effect of the proposed budgetary 
- of og | program on the reduction of the Federal debt as defined in this act. 
ector of| Inother words, in each message he must approach this problem of 
capital | ducing tt 1e debt, and report on it. It also provades for the exclusion 
ning m | fom the limitation of the amount of public debt the amount of obliga- 
Grover, | tons issued to finance self-liquidating investments with an economic 
vided, 3 life of 10 years or more. . | : 

pted y| _ Then section 4b makes the bill effective with the budget next suc- 


| ceedingenactment. It makes the bill effective with the next budgetary 
I think | Year . it 

Section 5 extends the provisions of the Government Corporation 
Control Act regarding budgets, reports, audits, and accounts to all 
investments in self-liquidating capital, thus providing a common ref- 
erence and financial terminology. 

amon, want to say this is merely a method of attempting to coordinate 
rnment | the budgetary reporting; it is not a basic change in Government ex- 
dinated | penditures at all, because this bill is, as I said, very limited. It 
stment | changes the system of accounting and the system of reporting, but 
lgetary | doesnot basically get into the control of expenditures. 

"| Now, as to what the bill does not do, the bill does not replace the 
to the | present budgetary procedure or eliminate any part of the budget as 
rations | currently prepared and presented; it merely supplements and adds to 
years | it 
diturs | . It does not alter existing authorizing and appropriating procedures 
tingin} Manyway. In other words, we would continue to enact authorization 

and » colpdpene bills just as we do now. 

It does not rate any one type of Government expenditure as better, 
more necessary or more desirable than any other. It separates and 
distinguishes, but it doesn’t set up any category of priority. 

ctthat} Finally, it does not provide for any specific aaa of financing 
rating | expenditures though it it implicitly recognizes that self-liquidating 
dating 58925—60-——2 
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capital investments are appropriately financed through some ¢ 
borrowing. It differentiates with respect to productive cap; 
vestment, but it doesn’t say that they shall be financed i 
way than they are financed now. They could be, 
makes no necessary change in that respect. 

What the bill does do: It differentiates in the budgetary process he 
tween types of expenditures which are in fact fundamentally differ 
ent—between operating expenditures, including those which are of, 
regularly recurring nature, and those which create capital assets th 
consumption of which continues over a period of years beyond that % 
which the expenditure is initially incurred, and it further separatg 
out those expenditures which are not only of a capital-creating n ' 
but which will pay for themselves directly. 

By so doing, the bill adds a meaningful dimension to the picture of 
public finance, allowing all to see what portion of the public debt isin 
reality balanced by the creation of capital assets and taking note of 
the further fact that some portion of what is now regarded as debt js | 
not in any sense a “burden” since it is self-financing in character, 

By so doing, the bill also gives added emphasis to the sound pring. 
ple of financing current operating expenditures from current revenye 
and, by specific provision, it gives added emphasis as well to the sound 
financial policy of retiring in a regular manner debt incurred both 
for emergency purposes and for other capital creation. 

In addition to facilitating in this way the closer correlation of finan. 
cia] policies and economic policies, and furnishing a more realistic 
picture of the budgetary program, the bill also provides directly for, 
more orderly and coordinated long-rang program of capital-creatin 
expenditures (of the very type basic to countercyclical action) by its | 
provisions regarding the projections to be made by the Council of Eeo 
nomic Advisers and by the President in his budget messages. 


Orm of 
Ital jp 
1 any differen 
of course, but it 


ature 


SUPPORT FOR THIS TYPE OF BUDGETARY APPROACH | 


I would like to briefly state that this type of budgetary approachis | 
in accordance with standard practice in business—to distinguish be | 
tween expenditures for current expenses and those which create reve 
nue-producing assets. If a business kept books the way the Goven:- 
ment does, without recognizing that its indebtedness is balanced by 
the capital created by its investment, it would be in bankruptcy court 
tomorrow. 

It doesn’t go all the way, as business does, in setting up a balance 
sheet approach, but, at the same time, this is in accord with busines 
practice. 

It is also in accord with the policy of large numbers of municipal 
ties and a number of States who have gone into this capital bud 
approach. They also haven’t gone all the way, but they do distin 
guish between current and capital spending. 

It is in accord with the Hoover Commission recommendations. In 
1949 the Commission recommended that the budget estimates of all 


\ 
operating departments and agencies of the Government should be 


divided into two primary categories—current operating expenditures 
and capital outlays. 
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Then no less an authority than our Republican friend, the late Sen- 
ator Taft, recognized and endorsed the principle of excluding self- 
jiquidating investments from the definition of net debt. ; 

want to say, too, that foreign nations, particularly the Scandi- 
navian countries, have pioneered in the use of a full-fledged capital 
budget, and have done it in a very noteworthy, successful way, and 
have been able to control inflation and maintain better control over 
their economy wna we are always able to do by setting up this type of 

getary procedure. 
- oh economists are divided on the question of a capital budget 
approach, I think most authorities would find it hard to quarrel with 
the following statement of principle set forth in a textbook on public 
fnance by Professor Schultz of the City College of New York and 
Professor Harriss of Columbia University : 

A Government budget should cover capital as well as current expenditures, 
though distinguishing between them. The budget should indicate clearly those 
expenditures which will provide services over a long period, as contrasted with 
those for current operations. 

It is this basic principle that is the heart of my bill. 

The reports of the various Government agencies have criticized 
this approach in many ways. In my opinion they have in no place 
in their reports set forth any really valid criticism of this principle. 
One thing they are doing, of course, is criticizing an all-the-way ap- 

roach to a capital budget. As I said, my bill doesn’t go all the way. 
t goes the first and most important step, in my opinion, toward sep- 
arating out completely your productive capital, that is your reim- 
bursable capital investments of the Federal Government, but it is not 
a full-fledged capital budget of the type, for example, that they use 
in Sweden. 

The most common criticism is that it would result in inflationary 
increased spending. ‘The Bureau of Budget says that it would “serve 
as a rationalization” for further increases in spending; the Council 
of Economic Advisers says that it would “inevitably introduce an in- 
flationary bias” into the budget; and the Treasury says that it would 
lead to ignoring the “inflationary effect of Federal expenditures on 
capital account.” 

ey say this is inflationary, and I would strongly contradict this, 
Asa matter of fact, by differentiating, making meaningful a budget, 
it seems to me it gives us better tools to work with to hold down infla- 
tion than just dumping it all into a horse and rabbit stew where you 
don't. know where any dollar is going. 

This is the same old shopworn cry of “inflation” and, as is so often 
the case, it is completely a strawman—so much so as to suggest a con- 
scious distortion of the bill’s meaning. This criticism assumes, with- 
out any basis, that a particular type of program will result from this 
more complete budgetary picture. But it is clear from the bill that 
nothing in it precludes a surplus on the “budget. as a whole” (though 
one would think there was from reading Mr. Saulnier’s letter). Ac- 
tual programs will still be that. decided on by the Congress in: its 
judgment based on recommendations of the President. 

T'would also cite the record of the Scandinavian countries whéte 
they have gone all the way with a capital budget and have been very 
successful in controlling inflation. | 
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The Scandinavian experience is that a much more thoroughgoj 
capital budget approach has not had the effect of increasing spen 
ing. Professor Due of Illinois writes: : 
In no sense did the policy lead to financial irresponsibility and continue; 
all deficits, as it might in the hands of governments less resp< 
of the Scandinavian countries. 


1 OVer. 
msible than thoga 


Are Mr. Stans and the other spokesmen for this administration gy. 
ing that the Congress and the people of the United States are “gq 
responsible”? Evidently this is what they mean. 

A second major refrain of these criticisms is that the approach pro. 
vided by this bill is misleading and conveys the impression that eqpj. 
tal spending is deserving of preferential status. The Bureau of the 
Budget says the bill “suggests that the accumulation of assets by th 
Government is more important than providing services.” The Coup. 
cil of Economic Advisers says that it “suggests” that self-liquidatin 
investments are of a “higher quality” and that the approach implies; 
preferential status for capital spending as a countercyclical device: | 
and the Treasury says that there would be “a natural tendency to cop. 
sider the noneapital segment of the budget less useful or desirable? 

Again, this assumes congressional irresponsibility and reads into 
the bill things which are not there. The bill does not suggest that self. 
liquidating investments are of a “higher quality”—it merely recog. 





nizes that they are self-liquidating. As has also been pointed out, this 
approach does not rank one type of expenditure above another in any 
scale of values, it just recognizes that they differ in character, This 
is a recognition that is needed. 

As Secretary of the Interior Seaton has himself said on more than 
one occasion : 


There is one very important fact which many sincere but ill-informed peopl 
do not know, or fail to understand. Simply stated, the sums in the reclamation 


budget primarily are not expenditures in the ordinary sense of the word. Act. | 


ally, they are sound investments. 


This bill gives the needed recognition to that very important fact not 
only for the reclamation budget but for all capital-creating programs, 

What the departments are doing is assuming congressional irre- 
sponsibility by saying that if we know more about the budget in some 
way we are going to spend more money. In my opinion, it makes no 
sense at all. By knowing more about the budget and having it 
presented in an orderly, businesslike way, if we are a responsible 
agency, we can save money rather than spend money. 

This charge of “misleading” is particularly unfair and irrational in 
view of the fact that the present budgetary arrangement, in lumping 
all expenditures together into one undifferentiated total, is misleading 
in the extreme. Who in the world knows in what categories the dollars 
are located? If we put in categories that have meaning, certainly it 
is far less misleading. 

Prof. Arthur Smithies of Harvard, who also raises this question 
of the possibility of misleading impressions flowing from a capital 
budget approach, readily admits that the present unitary budget— 


conveys the impression that borrowing is always unsound and that annual budget | 


balance is always the path of economic virtue. 


What the position of people like Smithies reduces to is one of pre 
ferring to operate under a framework that is in itself misleading and 
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be and is used to mislead people as to the nature of the Federal ex- 
nditure program rather than accept a framework that is more ac- 
curate and realistic in itself because it might be distorted to mislead 
Je the other way. I would think, if we are to be faced with the 
danger of distortion in either event, that it would be more easily re- 
futed where the framework is more reflective of actual facts than where 
a ae are other isolated points raised in the departmental reports. 
The Council of Economic Advisors says that the distinctions called for 
between types of expenditure is “arbitrary,” a criticism also echoed 
by the Treasury. The distinctions are based on basic differences, and 
this cannot be denied. That there comes a point in drawing the ac- 
counting line when an “arbitrary decision” must be made is true, but 
thisis true of virtually all accounting decisions, including those 
already in use by the Federal Government. The definition of “produc- 
tive” capital to limit 1t to self-liquidating investments with an economic 
life of more than 10 years is intentionally strict. It is intended to 
separate out those investments which are truly self-financing. The dis- 
tinction may be “arbitrary” if you are attempting to distinguish be- 
tween more or less desirable investments but the bill is not so doing, 
except in the fantasies conjured up by the administration’s “one- 
eyed” bookkeepers. 

Now, the Bureau of the Budget states that the proposal would 
“violate the principle of budget comprehensiveness” and would 
“weaken” control. It is impossible to see the basis for this charge 
since the bill would not replace any of the present budget, but would 
add to it, and since nothing in the bill in any way alters the present 
budgetary controls. You would still have the existing budget con- 
taining everything it now contains, but it would include additional 
information making it more meaningful and useful. 

Finally, the Treasury contends that all the necessary classification 
of types of expenditures can be carried out under present arrange- 
ments, as for example in special analysis D of the budget. This sup- 
plementary analysis, valuable as it is, falls far short of accomplish- 
ing the goals of this proposal. The analysis does not separate out 
self-liquidating investments, and, of course, it does not give the needed 
recognition to the fact that these are not part of a “burden” of public 
debt. 

This is a complicated field, Mr. Chairman; it is one of course that 
a committee could spend months of hearings on, because it is com- 
plicated. 

I feel very strongly that this Nation will have to come to a capital 
budget before we can actually tackle intelligently the problem of re- 
ducing our expenditures. I have no great. quarrel with the bills that 
have been presented here before, but I personally don’t think that they 
are practical—certainly they would be practical if we had an economy 
that was rolling along, if you knew what was happening tomorrow 
on our domestic economy, that we wouldn’t go into recession or infla- 
tion, and also if we could control what happens internationally. But 
these things can’t be controlled, so how can we tie ourselves to those 
kinds of restrictions when we know at any day there may be emer- 
gencies come up on which we would have to act? I personally feel 
that there are times when we must exceed our income in order to keep 
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from falling flat on our face economically and getting into the king 
of recession that may cost billions of dollars, or in order to ¢ 
action that will keep us from a war that might cost hundreds 
billions of dollars. I think the more intelligent approach, the a 
proach with the greater hope of success, will be this more discrimin 
ing approach of establishing a meaningful budget so that we a 
actually get into the matter of cutting down expenditures go that we 
know where we are cutting, and we can cut in the right places , 

Thank you, Mr. Chairman. 

Chairman Dawson. Mr. Fascell. 

Mr. Fascett. Thank you, Mr. Chairman. 


Your proposal basically in a redefinition, budgetarywise, of thy | 


term “public debt.” 


Mr. Utiman. This is part of the proposal, because basically wha | 


it does, it would set aside capital expenditures for the Government 
from the normal operating expenditures, and further make a distino. 
tion for the productive capital which is reimbursable capital jp. 
vestment. 

Mr. Fascett. You don’t maintain, then, that if your proposal wer 
adopted that it would in itself reduce the national debt? 

Mr. Uttman. Not at all. It would merely 

Mr. Fascety. Redefine it ? 

Mr. Utuman. And put sense into it so we can intelligently approach 
the problem of reducing it. 

_ Furthermore, I might say it also provides that the President mug 
in each budgetary message relate his proposals to the reduction of 
that debt. 

Mr. Fascetu. I would certainly concur with the gentleman on on 
aspect of his presentation, and reserve my judgment on the rest of 
it. In his answer to the criticism which has been made that the pro- 
posal is misleading, I concur with you that it is no more misleading 
and perhaps a darned sight better than the present misleading system 
that we have. There is a great controversy about a balanced budget, 
for example, and yet it is meaningless unless you balance it against 
the rate of expenditures. 

I would certainly agree with you that the present system is far 
from helpful to the American people in understanding Federal fiscal 
matters, and I would hope that we could change that part of it. 

I have a tendency toward the idea of separating out capital e- 
penditures. This goes along with the theory of analyzing properly 
and in relating the national debt to national assets. 

There is an aspect of that which certainly must be considered if 
you are going to be fair, and also you would consider total produe- 
tion, productive ability as against the national debt, either on a per 
capita or on a collective basis. 

I have also had experience with a capital budget, as such, andl 
don’t find it so damning as some economists would like us to believe. 
As a matter of fact, I find it very simple. Maybe I oversimplify it 
on a Federal level, I don’t know, but I for one wouldn’t be afraid 
to try it if there were any chance to help us. 

Would you have any objection if the public debt were redefined 
so that in essence it would read “public debt (a) unsecured”—or, to 
use another term, “operational”—“and (b) secured”—or to use another 
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“self-liquidating capital expenditures over a period of 10 years 
or more”! ga" 

If you did that, nobody could criticize by alleging that you are 
trying to hide something, or that you are misleading people, or that 
you are trying to use a gimmick to reduce the national debt so you 
can spend more money, because you have got it all there; all you 
have done is divided the debt into its component parts—so that any- 
body can tell exactly what is the composition of the debt. ‘ 

Mr. Uttman. My bill provides for the concept of a “net debt” — 
excluding reimbursable capital investment—as distinguished from 
the “gross” debt we now have which just throws it all together. 

In other words, the President each year would have to report the 
debt, and differentiate in that report the amount that goes toward 
self-liquidating capital. ae 

Mr, Fascetw. If you apply your principle as to the present debt, 
you would still wind up with the same total debt. The only thing 
you would do is tell what the component parts of it were? 

Mr. Uttman. Right. I appreciate the comments of the gentleman, 
because I think that is a very important aspect of this problem. 

Mr. Fasceti. That is all I have. 

Chairman Dawson. Mr. Smith. 

Mr. Smiru. As I understand the opposition, then, of the admin- 
istration to the bill, it is that they think that there is something good 
about keeping the taxpayers and the Congress in the dark as to what 
their money is being spent for. Is that the gist of it? 

Mr. Uttman. I would say the gentleman has analyzed it very well, 
but that is not so stated in any of their reports, I might say. 

Mr. Smiru. They say with our present unidentified budget, the 
budget can serve as a desirable corrective in times of economic diffi- 
culty, either inflationary or deflationary. 

Now, the only way an unidentified budget can serve that in com- 
parison with one that is broken down is by keeping people in the dark. 

Mr. Uttman. I would agree with the gentleman. 

Mr. Smiru. I wonder—I was thinking about this statement up 
here in Mr. Stans’ letter. He says they would create the illusion of 
reducing the regular budget totals while at the same time the Gov- 
ernment would no doubt be asked to spend more than before. 

Now, applied to the present method of renting post offices instead 
of including the cost of building the post office in the budget that 
year, it is just the opposite, it seems to me. We sign a 10-year lease, 
and then in the budget that year you have only 1 year’s rent, and 
you have obligated yourself for 9 more years. 

Now, under your proposal, instead of doing that, you would put 
the whole cost of the post office in the budget, but you would show 
what it is for. 

Mr. Utiman. Right. 

Mr. Smrra. And show that it will be there next year, and you 
won't have this additional cost you have under the present system. 

Mr. Uttman. I would say that I think there is every reason for go- 
ing beyond the steps that my bill will take, such as they do in Sweden, 
or some of these other countries where they have an effective capital 
budget, but. under the circumstances, politically and otherwise in this 
country, I feel that from a practical point of view this is as far as we 
can go in the initial step, and I think it is the most important step, 
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Mr. Smirn. Now, what would you think in your subsection 4 
here which is to advise the Congress as to the amount of the 
debt as computed in accordance with this section, and of the effect 
the proposed budgetary program upon the retirement of the publ 
debt—what would you think of right there being a little more defini 
and just saying that included in this budget that is broken down Ps 
submitted to the Congress the President should include an item of 
so much for debt retirement, so that it comes to your attention whethe 
or not you are making this payment that you should make each ‘lies 

Mr. Uttman. I would concur. The bill is intentionally written ty 
leave substantial discretion and responsibility to the executive branch, | 
In other words, the bill is a very flexible bill, and it allows the Pregj. 
dent—it commands him to do these certain things, but he would haves 
certain amount of judgment in the way it is carried out. | 

I would say that what you have suggested could be done under thp 
terms of my bill, but it is not specifically spelled out. It might 
advisable to do so. 7 

Mr. Smiru. You mention you concur that no business would be my 
the way we submit budgets, but in a business budget you do have gy 
item for debt retirement in a certain amount so you could do that unde 
this provision. 

Mr. Uttman. This is an attempt to just set up a few of thos 
requirements that any private business concern would have in y 
responsible organization. | 

Mr. Suirn. That is all I have. 

Chairman Dawson. Thank you very much, Congressman Ullman, 

Mr. Uttman. Thank you for allowing me to appear here. 
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STATEMENT OF GEORGE H. R. TAYLOR, ECONOMIST, DEPART? 
MENT OF RESEARCH, AFL-CIO 


Mr. Taytor. Mr. Chairman, my name is George H. R. Taylor. | 
am an economist with the Department of Research, American Feden- 
tion of Labor and Congress of Industrial Organizations. I wish ty 
thank the subcommittee for the opportunity to present the position of 
the AFL-CIO on H.R. 5135. 

As we understand it, H.R. 5135 would amend the Employment Act 
of 1946 in the following manner: 

1. The goals of the Employment Act would be expanded by an 
additional one of distinguishing between operating expenditures and 
capital investments of the Federal Government. This would enable 
“certain productive capital investments” to be excluded from the 
public debt in the process of retiring it. 

2. The Council of Economic Advisers would be charged with the 
responsibility of including in the annual Economic Report, a “mini- 
mum and maximum program of proposed capital investments,’ 
including a separate “productive” capital investment program for the 
next fiscal year, together with a 6-year projection. 

3. The President, in transmitting his annual budget message to the | 
Congress, would distinguish between operating expeditures and capi- 
tal investments of the United States and include a separate report 
on productive capital investments with useful economic lives greater 
than 10 years. Their amount would be excluded from computations | 
arriving at the amount of the national debt. 
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4, The President's budget message would also contain a progress 
re ort on identifying and earmarking capital investments, a mini- 
mum and maximum capital investment program with 1- and 6- 
ear goals, the amount of the nat ioanl debt under the new accounting 
peprecures, and the effect of the Federal budgetary program upon its 
rhe AFL-CIO is heartily in accord with the goals of the bill. 
The budgetary reforms involved are long overdue and badly needed 
in order to establish commonsense and realistic accounting procedures 
in the largest and most important business on earth, the U.S. Gov- 
Toei, few modern private businesses would fail to make such 
a distinction on their own books of account in determining a balance 
between assets and liabilities and establishing a figure reflecting a 
current total amount of actual corporate indebtedness. 

It is equally important for reasons which go beyond accounting 
and into public policy, that the U.S. Government belatedly follow 
suit and modernize its own books. : ut 

Therefore, the AFICIO regards the capital budget principle as 
a necessary foundation for what will be urgently required in the 
immediate years to come—a greatly expanded investment role in a 
wide range of public improvements by the Federal Government. 

Every community, every State, many citizens, are aware of the 
lacks in public services that not only persist, but grow inversely to 
the rate of expansion of private consumption. Highways, airports, 
schools, water development and _ pollution control, atomic energy, 
housing, slum clearance, area redevelopment, hospitals, public health 
are all the orphan children of the post-World War ITI economic era 
and subsist on low calorie diets. 

The continuing imbalance between private affluence and public 
poverty—to borrow a phrase from Dr. Gray of the University of 
Illinois—is becoming increasingly difficult to redress in spite of the 
erying need fora drastic change in policy. __ :; 

One of the major reasons for the excruciatingly frustrating difficul- 
ties connected with enacting any kind of Federal public improvement 
program is the shrewd propaganda use of unrealistic budget and 
national debt statistics made by Neanderthal-minded opponents. 

Slogans about the size of the national debt, “fiscal irresponsibility,” 
and “confiscatory tax burdens,” are shouted to good effect whenever 
Congress is deliberating upon the authorization of highways, hospi- 
tals, medical care for the aged, area redevelopment, rural electrifica- 
tion, hydro projects, housing, schools, or control of water pollution. 

It is serious business, as it should be, for the Congress to obligate 
large sums of taxpayers’ money for any purpose, and each proposal 
deserves the most thorough scrutiny. But how can the Congress 
legislate on these matters intelligently if it is not provided with the 
most elementary accounting information concerning what must be 
repaid out of tax revenues or Government borrowing, as separate »nd 
distinct from what is going to be repaid, more often than not ith 
interest, from the beneficiaries of many categories of public programs ? 

We would like to reserve judgment pending further study as to 
whether this fiscal reform as provided in H.R. 5135 should be enacted 
as an amendment to the Employment Act of 1946. But the AFL— 


58925— 60——_-3 











14 BUDGET POLICIES ON CAPITAL INVESTMENTS 


CIO does agree with the urgent need of the budgetary re 
bodied in the policy goals of this legislation. 

Beyond this immediate step lies the broader field of Federal |p 
range, intermediate, and short-range budgeting geared to natin) 
goals in the vast area of public improvements. 

A broad approach to the problem of reevaluating capital oy] 
versus investment for public improvement programs, will require th 
most careful and painstaking study. " 

Involved in such a study is the establishment of a valid det 
tion and measurement of the effects of public-improveme 
geared to progressive national goals. 

Such a further advance in the concept of Federal investment budg. 
eting will enable the U.S. Government to play a future key role a 
maintaining a full employment high wage economy. : 

The AFL-CIO is already undertaking such a study, looking towapj 
the inevitable necessity of using the Federal Government as a means 
to augment future investments in the economy by the private geet 
thereof. 

Private investments in the economy cannot of themselves maintain 
adequate economic growth and full employment. Even during th 
past decade of general prosperity there have been periodic recessions 
With this phenomenon there persists a hard core of unemploymen 
and decaying communities—victims of technological change. — 

In conclusion, we urge that the Congress, through the Government 
Operations Committee, request a full-scale report from the Bureau of 
the Budget, on how best the accounting policies of this legislation 
can be carried into effect, and what elements of the budget. should be 
excluded from computation of the national debt under the bills 
provisions. Such a report is a necessary preliminary step in a program 
to enable the Federal Government to play the part, that only it has 
the necessary resources, to carry out public improvements for 
America’s future public needs. 

Such programs will not, however, have any marked mfluence on 
helping sustaining optimum national growth unless they are under. 
taken on a scale commensurate with the dimensions of the demands 
of the next decades. 
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STATEMENT OF GUS NORWOOD, EXECUTIVE SECRETARY, NORTE- 
WEST PUBLIC POWER ASSOCIATION 


My name is Gus Norwood. For the past 12 years I have served as 
full-time executive secretary of the Northwest Public Power Associa 
tion comprising 115 consumer-owned electric distribution systems in 
Alaska, Montana, Idaho, Oregon, Washington, and British Columbia, 

We endorse H.R. 5135 and urge its enactment. 

,efore explaining the keen interest of our association in enactment 
of H.R. 5135, I wish to make a statement of personal qualification n 
the field of capital budgeting. 

During the school year, 1946-47, I wrote an extensive paper, the 


equivalent of a master’s thesis, on capital budgeting as part of there | 
quirements for the degree of master of public administration at the | 


Littauer Center Graduate School of Public Administration at Har 
vard University. 
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My paper involved a review of the literature on capital budgeting 
as practiced particularly in Sweden, Denmark, and other European 
countries, by certain Federal agencies in the United States, and by 
certain cities in the United States. : 

More particularly the paper was a case study of the Bonneville 
Power Administration's handling of the capital investment accounts 
as distinguished from the annual operating accounts of the U.S. Co- 
jumbia River power system, which, at that time, included Grand 
Coulee Dam, Bonneville Dam, and the transmission system of the 
Bonneville Power Administration. grees ; 

[ concluded that all major proprietary or business activities of the 
Federal Government should be required to adopt capital budgeting 

rocedures. Also, that the Federal Government should set up a bal- 
ance sheet report for Congress each year for the purpose of reflecting 
these capital assets, including allowances for depreciat ion, generally 
as required of business enterprises by the Internal Revenue Service 
and Federal regulatory agencies. ; 

A further conclusion of the paper was that the Government Cor- 
poration Control Act of 1945 should be made applicable, on a uniform 
basis, to all major Federal proprietary activities. This does not nec- 
essarily mean that such Federal agencies need be converted into Fed- 
eral corporations. However, I did conclude that the Bonneville Power 
Administration, as recommended in 1945 by the Bureau of the Budget, 
should be changed to a Government corporation. This change is now 
proposed inS. 1927 and H.R. 11770. WER 

My paper of 13 years ago was intentionally limited as a case study 
of one Federal agency operating in one region. 

The case for a Federal capital budget does not rest on an agency-by- 
agency approach since such proprietary agencies can adopt capital 
budgets by being brought under the Government Corporation Control 
Act of 1945. 

The need for a Federal capital budget is much broader, as I hope to 
show, involving the Nation’s allocation of resources, the objective of 
full employment, the development of natural resources, the rate of 
expansion of the gross national product, and other fiscal policy 
objectives. 

By resolution, the membership of the Northwest Public Power 
Association has long advocated a Federal capital budget. The in- 
terest of our electric distribution systems in capital budgeting rests 
on many reasons. 

First, each of our systems employs capital budget practices using 
both a balance sheet and an operating statement. This is in contrast 
to general fund accounting as practiced by many local units of gov- 
ernment. As proprietary activities our systems are organized as 
corporations and use conventional business type accounts as prescribed 
by the Federal Power Commission. 

Second, our systems distinguish between general obligation bonds 

Second, our system g g g ds, 
which rest. on taxes, and electrical revenue bonds, which rest. on elee- 
trical revenue. We thus distinguish between general public debt 
and self-liquidating revenue bond debt. 

Third, our systems pay over $25 million into the U.S. Treasury 
per year for electric power. Much of this payment is for interest 
and principal on Federal hydroelectric power investment. This in- 
volves capital budgeting. 
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Fourth, our systems have borrowed almost $200 million of REA 
Joan funds which we are repaying with interest. This also inyoly, 
capital budgeting. : 

Fifth, our systems have a keen interest in Federal capital |g 
funds and investment programs in natural resources development and 
public works as part of our overall concern in the opening Up of 
the western and Alaskan frontiers and the expansion of the oro 
national product of our areas. , 

Sixth, finally our systems have a broad concern in fiscal Policies 
which encourage full employment, conservation and development ¢ 
natural resources, and national economic strength and higher stand 
of living. | 

These concerns indicate, in part, why H.R. 5135 and S. 1244 hay 
been written as an amendment of the Employment Act of 1946, 

In a narrow sense our immediate interest in capital budgeting 
for the Federal hydroelectric power investment program would ly 
taken care of by enactment of S. 1927 and H.R. 11770 to make thy 
Government Corporation Control Act of 1945 applicable to the Bonne. 
ville Power Administration. 

Historically, we think there has been a reluctance on the part o 
Congress to make appropriations for self-liquidating Federal powe 
investments because of the present commingling in the President’ 
budget of operating and investment funds. Basically, the Feder) 
Government operates on the basis of a single general fund. This 
method is obsolete and is prejudicial to Federal investment programs 

Within our Nation a basic difference between the West and the 
East is in the need for development public investments. The West 
is basically a borrowing economy. This is not to say that we ask 


ard 





for subsidies. We favor the self-liquidating loan approach. Th 


Federal capital budget proposal is a more rational device for fy 
cilitating such revenue-producing Federal investment. 

We think this will help both the East and the West. It will help 
the East because a more logical handling of Federal investments in | 


developing the West will create more payroll and more business for | 


the manufacturing centers of the East. 

We think the effect of a Federal capital budget will not be to create 
tax burdens but in utilizing Federal credit on a strictly self-liquidating 
basis so as to increase our ability to pay more Federal income taxes 
as gross national product increases. 

Many prominent writers in recent years have pointed out that our 
Nation is lagging in public investment. Arthur Schlesinger, Jr., John 
Galbraith, Leon Keyserling, Horace Gray, Clay Cochrane, Adlai 
Stevenson, Alvin Hansen, and many others have discussed the imbal- 
ance of our dual economy. 

P. C. Spowart, of Seattle City Light, and a former president of the 
Northwest Public Power Association has described our dual economy 
as the axle of progress which requires both the private investment 
wheel and the public investment wheel. If the two wheels are no 
commensurate or in balance, each in its appropriate field, then the 
axle of progress does not make progress but goes around in circles 

We wish to make it clear that, with exceptions, we are not raising 
the economic issue of whether a task should be done on a public & 
against a private basis. 
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Rather we argue for an optimum, overall, balanced approach. We 
w that certain key public investments open new doors of oppor- 
a for private investments to follow. The building of Grand 
pm Dam at a cost of $200 million had a tremendous multiplier 
por making private investment possible in the Pacific Northwest. 
oleae the Grand Coulee power investment is on a strictly self- 
liquidating basis, we know that the project has long since resulted 
anew Federal income-tax payments far greater than the entire cost 
“oject. 

a Goad Coulee Dam was built not as a sanely, carefully con- 
sidered Federal investment as part of a business-type capital budget, 
but was « work-relief measure resulting from political considerations. 

In exceptional cases a public investment approach is necessary be- 
cause private investment is not feasible. The REA program is one 
example. Certain other projects like Hungry Horse Dam and the 
upper Colorado project illustrate the doctrine laid down a century 
ago by Abraham Lincoln: 

The legitimate object of government is to do for the people what needs to be 
done, but which they cannot, by individual effort, do at all, or do so well, for 
themselves. 

[hus basically there are some situations where a development would 
not be achieved at all unless by means of Federal investment. _ 

In still other situations public investment is necessary to achieve 
a fuller, more comprehensive development of a resource. This is true 
of Hells Canyon Dam, Hungry Horse Dam, the upper Colorado proj- 
ect, and the REA program. Capital budgeting procedures would 
illuminate and rationalize these areas. 

President Franklin D. Roosevelt once said: 


* * * we must be constantly alert to the importance of keeping the tools of 
democracy up to date. 


Gladstone said : 


Budgets are not merely affairs of arithmetic, but in a thousand ways go to 
the root of prosperity of individuals, the relations of classes, and the strength 
of kingdoms. 


Another writer put it this way : 
to perfect the budget, to improve budgetary procedure, is to perfect and improve 
democracy. 

Certainly the modern business corporation would not be possible 
without the double-entry bookkeeping which is the essence of capital 
budgeting. Businesslike procedures can also be used by Government. 

European nations have long struggled with the problems repre- 
sented by a single lump-sum budget approach. Hugh Dalton’s 1934 
book “Unbalanced Budgets” illustrates the dilemma. 

In 1931 four Swedish economists employed by the Swedish Unem- 
ployment Commission developed what Fortune magazine, in Sep- 
tember 1938, described as “That Wonderful Swedish sudget.” 

The Swedish budget is not a unitary but a dual budget which dis- 
tinguishes between current. expense budget financed from taxes and 
the investment budget financed from borrowings and amortized from 


revenues. This budget was used as a tool to lick the depression in 
Sweden. 
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Recalling the ill-advised Public Buildings Purchase Contr; 
of 1954 (the lease-purchase program) it is of interest to yn 
Sweden has long used the state building fund as an investm 


uct Act 
ote that 


> : ; , call ; ent 
gram for financing public buildings which are then rented to th 
Swedish Government agencies on a self-liquidating basis, This jx 
° ° =n ° 5 }g 
quite in contrast to the U.S. approach to post-office 


Space whereby 


space in a Federal office building is considered to be free while Space 


rented in private buildings is a budget cost. 

Certain U.S. cities, notably New York City, have two budgets 
The capital budget is a separate document and oa 
rately from the current expense budget. 

A vast literature is available on municipal capital budgetiy 
starting especially with the new city charter adopted 1936-39 by Nee 
York City. The National Resources Planning Board, in June 1944 
for instance, issued its “Long-Range Programing of Municipal Py}. 
lic Works” to show the merits of capital budgeting. 

In 1946, President Truman included in his President's budget the 
“Corporation Supplement” to reflect the adoption by Congress of the 
Grovernment Corporation Control Act of 1945. This conservatiy 
law increased the control by Congress over the budget by elarifyiy 
the distinction between expense and investment accounts. — i 

The Taft-Radcliffe amendment adopted by the Senate on Sep. 
tember 28, 1945, to S. 380, the Employment Act of 1945 (91 Congres. 
sional Record 9144), proposes a capital budget concept: but this 
amendment failed inthe House. In my opinion it failed because it was 
too broad and ambiguous. H.R. 5135 avoids this defect. . 

David Cushman Doyle, in a memorandum presented to the Fores 
Service, recommended a capital investment budget approach. 

Cohn, Copeland, Musgrave, Willoughby, Hansen, Buck, and other 
budgetary writers have advocated the Federal capital budget, as did 
the first Hoover Commission report. A bibliography prepared by 
the Library of Congress in 1955 is attached and made a part of this 
testimony. 

Copeland reflects the unrest in his March 1939 article in the Amer. 
ican Economic Review “Public Investment in the United States.” 


is considered Sepa. 


Capital asset accounting is universal today in private enterprise. In Gor- 
ernment it is practically unknown. Yet curiously enough Government has seen 
fit to require such an accounting practice of private individuals. 

The reasons for adopting such asset accounting are twofold: (1) It is needed 
to allocate expenditures as between accounting periods so as to make it possible 
to determine the income or deficit of any period separately from other periods; 
(2) it is needed to show the financial condition of an enterprise at a given date; 
that is, its resources in relation to its obligations. Both these objects are, in my 
opinion, as important in our public business as they are in private enterprise 
Under our present accounting we cannot know whether the Government has 
really operated at a deficit or shown a surplus. Public borrowing to finance public 
investment is confused with an operating deficit. Asa result the Government is 
restrained from public investment at a time when such activity is needed to 
offset business declines. ‘ 

It is high time we kept our Government books so we can know where we 
stand. 


Senator Wayne Morse has been one of the earliest and consistent 
advocates of a Federal capital budget; for example, his February %, 
1947, speech (93 Congressional Record 1482-1489). 

H.R. 5135 introduced by Ullman, March 2, 1959, and by Mrs. Green 
as H.R. 5197 on March 3, 1959, are identical to S. 1244 introduced on 
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March 2, 1959, by Morse and cosponsored by Neuberger, Magnuson, 
Proxmire, Hart, Bartlett, and Gruening. Machine : : 

Humphrey introduced S. 2602 on February 5, 1952, S. 1902 on May 
4, 1955, and S. 1560 on March 25, 1959. - ced 2 
’ Magnuson introduced 5S. 2846 on August 23, 1957, and reintroduced 
itas S. 1838 on April 30, 1959. . fa 

An earlier Morse bill was 5. 4226 introduced August 23, 1958. 

Representative Karsten’s H.R. 9038 introduced July 5, 1950, pro- 
vided for a capital budget as did Senator McClellan’s S. 3850 intro- 
duced June 29, 1950, but this feature was deleted when this became 
Public Law 784, 81st Congress, chapter 946, 2d session, signed Sep- 

12, 1950. 
Oh introduction of S. 1244, the companion bill of H.R. 5135 and 
LR. 5197, Senator Wayne Morse, on March 2, 1959 (105 Congressional 
Record 2778), set forth the basic case for this bill and included a 
section-by-section analysis. A reprint is included as part of our 
stimony. 

raat distinction should be made between the present bill, 
couched as an amendment of the Employment Act of 1946, and S. 
4396 introduced by Morse, August 23, 1958, as merely an amendment 
tothe Budget and Accounting Act of 1921. 

The new bill, S. 1244, H.R. 5135, and H.R. 5197, is comprehensive 
and integrated and relates to the substantive objectives of the Employ- 
ment Act of 1946 whereas the former bill dealt purely with budget 
form. } y pf 

The new bill is integrated with public debt policy by laying the 
foundation for a distinction between the present gross public debt 
and what might be called net debt. This distinction would subtract 
from gross public debt the amount of interest-bearing, self-liquidating 
Federal investments (in H.R. 5135 defined as productive capital in- 
vestments) in order to arrive at the net debt or deadweight debt. 

Deadweight debt is akin to municipal general obligations bonds 
whereas live debt is akin to revenue bonds. The proposed TVA reve- 
nue bonds are a case in point. 

As a corollary we already do not consider Federal social security 
trust funds as an asset. offsetting the public debt by $56 billion but as 
segregated trust accounts. 

The Taft-Radcliffe amendment of 1945 was an attempt to express 
the net debt idea but was too vague. 

H.R. 5135 applies a highly conservative, rigorous test before an 
asset can be subtracted from gross public debt to achieve net public 
debt. However, the Comptroller General opposes the net debt 
approach. 

If Congress is not prepared to define a net debt policy, we are sub- 
mitting amendments to H.R. 5135 as an alternative. 

A second major technical aspect of H.R. 5135 goes to the heart 
of the bill by defining capital. 

The Danish capital budget defines capital as any investment having 
auseful life of over 1 year. 

We think 10 years useful life is a more desirable definition, chiefly 
because it excludes the whole category of equipment such as automo- 
biles, typewriters, desks, and filing cabinets. This definition would 
eliminate much recordkeeping and bookkeeping. Additionally, it 
would be more conservative. 
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The H.R. 5135 definition of capital also distinguishes “produc 
‘apital” as those investments which are both interest paying and sl. 
liquidating, such as REA loans and hydroelectric power investment 

Productive capital would leave out noninterest paying irrigate 
mvestment and nonreimbursable flood control and navigation ieee 
ment. In a broad sense, these investments are justifiable in terms ' 
indirect benefits. ’ 

The committee may consider such distinctions as being too metic. 
lous. The policy of Congress on requirements for interest and r 
ment really do not change the nature of investment. 

The above discussion indicates the possibility of two major amend. | 
ments of H.R. 5135 in the interest of simplicity and in the direc 
of Bureau of the Budget thinking. 

One, eliminate the net debt concept. 

Two, eliminate the distinction among types of capital. 

If the committee, in its wisdom, desires to adopt these two amend. 
ments, the following language changes should be made in H.R, 5135, | 

1. Page 1, line 10, delete “(1)”. a 

2. Page 1, line 11, change the comma to a period. 

3. Page 2, delete lines 1 and 2. 

4. Page 2, lines 14 and 15, delete the following: *, including, ong 
segregated basis, productive capital investments.” , 

5, Page 3, lines 2 and 38, delete “and further set forth the productiye 
capital investments.” | 

6. Page 3, lines 5 and 6, place a semicolon after the word “years' | 
and delete the remainder of the sentence. ; 

7. Page 3, lines 8 through 11, place a semicolon after the won 
“investments” in line 8 and delete the remainder of the sentence, 

8. Page 3, lines 13 through 15, delete “, including, on a segregated 
basis, productive capital investments.” 

9. Page 3, delete lines 17 through 25. 

The capital budget idea is not inherently married to the concepts | 
of net debt and the self-liquidating test. If these are eliminated, 
H.R. 5135 would read as follows: | 


€pay- 


tion | 





A BILL To amend the Employment Act of 1946 to establish policies with respect tp 
productive capital investments of the Government 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That this Act may be cited as the 
“Employment Act Amendments of 1959”. 


DECLARATION OF POLICY 


Sec. 2. Section 2 of the Employment Act of 1946 is amended by inserting “(a)’ 
after the section number and by adding thereto the following subsection: 

“(b) To assist in achieving these objectives it is the further policy of the 
Federal Government to distinguish between its operating expenditures and 
capital investments. 


FUNCTIONS OF COUNCIL OF ECONOMIC ADVISERS 


Sec. 8. Section 4(c) of such Act (relating to the duties and functions of the 
Council of Economic Advisers) is amended by changing the designation o 
paragraph (5) to (6) and inserting after paragraph (4) a new paragraph (5) t0 
read as follows: 


“(5) to evaluate each year the Federal budgetary situation as related | 
to the prospective gross national product and other economic indicator | 
and needs, and to recommend, for inclusion in the Economic Report, t} 
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oduct; jnimum and maximum program of proposed capital investments for the 
necting ae fiseal year, and a six-year projection of such proposed investments.” 
nd self. n 

estment, CAPITAL BUDGET 

rgation sec. 4. (a) Such Act is further amended by adding at the end thereof the 
ae followingnew section: , ‘ 

TMs of “geo, 6. (a) In transmitting to Congress the estimates called for in section 


21 of the Budget and Accounting Act, 1921, as amended, the President shall 


Metiey. alee 1) to the extent and in such detail as he shall designate by Executive 


| repay. Order (and so far as practicable consistent with the practices of the In- 
ternal Revenue Service) distinguished between operating expenditures and 

. ’ » : y yey j , j Trace € J thie 
amend. eapital investments of the Government, including mortgage loans, which 


have a useful economic life of more than ten years. 


rection “(2) Advise the Congress as to the progress made in identifying and 
computing capital investments ; 
(3) advise the Congress as to a minimum and maximum program of 
proposed capital investment for the next fiscal year, and a six-year pro- 
. ‘oction of Such proposed investments ; and 
amend. jection 


. aan (b) The amendment made by the section shall be effective with respect to each 
\. 0135, budget transmitted to the Congress pursuant section 201 of the Budget and 
Accounting Act, 1921, as amended, after the date of enactment of this Act. 





APPLICATION OF GOVERN MENT CORPORATION CONTROL ACT 


12, Ong Sec. 5. The provisions of the Government Corporation Control Act, as 

amended, with reference to budgets, reporting, auditing, and accounting, shall 
luctiye | apply to the functions exercised by any officer or agency of the Government 
proposing the investment of Federal bond proceeds in productive eapital, to the 
same extent as applicable to wholly owned Government corporations. 


(ence 

a Another technical feature of H.R. 5135 is the flexibility provided 
1e word by utilizing the method of [xecutive order for spelling out “the ex- 
ce tent and in such detail” for expressing the distinction between op- 
regated erating expenditures and capital investments. Phis will permit a 
_ adual evolution and even an agency by agency shift to the capital 

Felnelietaedare. Jy Lelie 

oncepts A desirable addition to H.R. 5135 is suggested by the Magnuson 


rinated, | bill S. 1838. This amendment would fit as subparagraph (5) of 
| H.R. 5135, page 3, after line 22: 


(5) in such form and detail as he may determine, a statement of the 

respect to capital assets of the Government, of their value, as of the end of the last 
completed fiscal year. 

e United 


tae The President’s budget document, now running some 5 pounds per 
8 


year, has become an object of ridicule because of its complexity. 
Certainly the Bureau of the Budget is not winning any prizes on 

the score of public relations merit. 

ng “(a)” The budget does not present a balance sheet of assets and liabilities 

r of the Federal Government nor does it provide a realistic operating 

y of the) expense statement. It doesn’t even present the standard information 


ires aml | which every stockholder expects in a corporation annual report. 
Americans generally know how to read a business financial state- 
ment. They could read and understand the Federal budget if it 
soft | Were put together on a caiptal budget as well as operating budget 
ation of basis. , ‘ : 
yh (5) to The public has the right to know. Merely from the standpoint of 
good public relations the Federal Government should be able to com- 
: relatsl) municate with its citizens in terms and language which citizens can 
idicatos | understand 
eport, & | 4 


58925—60——_4 
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Present Federal budgetary practice cannot be justified or y 
ized. ‘The system is internally inconsistent because it h 


ational. 


it handles og, 
porate accounts and trust funds as exceptions. It is no lo 


: ‘ tiie nger 
unitary budget yet likewise is not a truly dual budget. Revolyn. 
funds, Treasury advances, Commodity Credit Corporation loang 
guarantees, contingent liabilities, TVA revenue bonds, 


} ; earmarks) 
revenues as for highways and duck refuges, failure to charge ¢, 


preciation are some of the many confusing elements. 

The Bureau of the Budget is the creature of the 1921 Budget and 
Accounting Act and still bears the imprint of Charles G. Dawes, Th 
law is not a dynamic procedure for facilitating accomplishment, } 
is not so much a steering wheel but rather a set of brakes. 

The floundering into the ill-fated lease-purchase plan for publi 
buildings illustrates how the Bureau of the Budget achieved gg | 
economy through overemphasis on the annual budget as againg , 
long-range capital investment approach. 

This illustrates the basic built-in prejudice and failure of the 19; 
Budget and Accounting Act. That law provides a set of blinders fri 
the Federal establishment which tends to limit the forward look ¢ 
a period of 1 fiscal year. } 

Chief merit of the capital budget is in taking off the blinders go. 
to permit a longer range look ahead. 

The essence of capital in terms of time is a point of view that look 
beyond the next year. 

The American public is ready and willing to look ahead more thy} 
1 fiscal year. The capital budget is the logical device or procedun 
reform to cure our 1-year myopia. 

In part, for the reasons set forth above, we respectfully urge th 
adoption of H.R. 5135 in its original form or with the amendmen 
discussed herein. 

The adoption of a Federal capital budget would be one of the mog 
important procedural reforms for improving the conduct of the busi 
ness of the Federal Government, for setting an example for bette 
fiscal planning at all levels of government, and for casting off th 
blinders of the single fiscal year point of view in favor of longer rang | 
financial planning. “| 

Thank you. 


EXHIBITS ON CAPITAL BUDGETING, H.R. 5135, To ACCOMPANY TESTIMONY OF 
NORTHWEST PUBLIC POWER ASSOCIATION 


Exhibit 1. Capital Budget Bibliography. 

Exhibit 2. Address by Senator Wayne Morse of March 2, 1959, upon introducing §. 124 
(companion bill to H.R. 5135 and H.R. 5197), plus section-by-section analysis. 

Exhibit 3, “Budget Battle on Capitol Hill,” September 1959, article by W. 8S. Roberts 
editor, Rural Electrification magazine. 

Exhibit 4. “The Negative Budget,” editorial from February 1959 Public Power magazine 

Exhibit 5. “The Case for a ‘Capital Budget,’ by Clay Cochran, NRECA staff economist, 
Rural Electrification magazine, October 1954 

Exhibit 6. “Capital Budget Recommended by Hoover Commission.” 

Exhibit 7, “A Capital Budget for Federal Government?’ by Larry Pettit, from the People’ 
Voice, Dee. 11, 1959. 

Exhibits 8 and 9. “A Sensible and Honest Budget,” address by Senator Humphrey in the 
U.S. Senate of March 25, 1959, Congressional Record, pages 4689-92, including a 
article from U.S. News & World Report of Jan. 16, 1959, entitled “U.S. Budget : How Ty 
Turn a Deficit Into a Surplus.” 

Exhibit 10. “Capital Budgeting,” editorial from Portland Oregonian, June 12, 1959. 

Exhibits 11 and 12. “Integrity in Budgeting,” address by Senator Morse in the TUS 
Senate, April 15, 1959, Congressional Record, pages 5315 16, and enclosing an article by 
A. Robert Smith of April 6, 1959, entitled “Morse, Humphrey Bills Would Alter US 
Budgeting.” 

Exhibit 13. “A Capital Budget for the Federal Government,” address by Senator Douglas, 
at Chieago, March 4, 1957, and reprinted in Mar. 22, 1957, Congressional Record, page 
A2348—-A2349. 


pxhil 

ad 
Wi 
cc 


Bu 
Co 


Co 


G 


¢ 





rational. 
les og, 
longer, 
LeVOly} 

on loang 
armarke 
large de 


| 


id get ang 
ves, This 
ment, J 


or publi 
eved cls. | 


Against y 


"the 1%) 
nders fy 


dl look t; 
lers SO a 
hat looks 


10re thay 
rocedury 


urge the 
endments 


the mos 
the bus 
or better 
g off the 
er range | 


MONY OF 


‘ing S. 124 
‘is. 


S. Roberts, 


r magazine. 
F economist, 


the People’s 


yhrey in the 
eluding an 
et: How To 


959. 

in the UA 
n article by 
| Alter US. 


or Douglas, 
cord, page | 


BUDGET POLICIES ON CAPITAL: INVESTMENTS 23 


nite 14. and 15, “Capital Budget Bookkeeping System for Federal Government,” 
ists he U.S. Senate June 1, 1959, and enclosing an article from U.S. News & 
t of Apr. 20, 1959, entitled “How Britain Balances Budget,” as reprinted i 
1 Record, pages 8512-8513. 
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ExuisirT 1 


THE LIBRARY OF CONGRESS, 
LEGISLATIVE REFERENCE SERVICE, 
Washington, D.C. 


CAPITAL BUDGETING: SELECTED BIBLIOGRAPHY 


Bennett, Orval and Isaac Lippincott. _ Public Finance. Cincinnati, South- 
Western Publishing Co., 1949. pp. 244-252. HJ257.B46. 

Considers the desirability and operation of a capital budget. Presents 
a list of activities that a multiple budget of this type should include. Brief 
discussion of the capital budget in Denmark and Sweden. 

Browne, Vincent J. The Control of the Public Budget. Washington, D.C. 
Public Affairs Press, 1949. Pp. 96-100. HJ2051.B73. 

Discusses the meaning of the terms “extraordinary”, “capital”, and “an- 
nexed” budget. Includes a brief pro and con discussion of the use of the 
apital budget. 

Buck, Arthur E. The Budget in Governments of Today. New York, Macmillan 
Co., 1934. Pp. 138-142. HJ2043.B9. 

Brief discussion on the “current and capital budget” and the “ordinary 
and extraordinary budget” in Europe and U.S. 

Colm, Gerhard. Comment on Extraordinary Budgets. Social Research. (New 
York). May 1938, v.5, No. 2: 168-181. H1.853. 

Discusses ‘the question whether, if emergency expenditures are made, 
it is a sound policy to eliminate them from the general (or ordinary) budget. 

Coyle, David C. But Is There a Federal Deficit? Harpers Magazine (Concord, 
N.H.) April 1938, v. 176: 449-457. AP2.H3. 

The Federal budget should show a distinction between Federal investment 
and spending. Without this separation it is not possible to see whether the 
budget is balanced or not. 

Dalton, Hugh and others. Unbalanced Budgets. London, George Routledge 
& Sons. Ltd., 1934. Pp. 23, 222, 271, 274, 330, 334, 340, 348, 387, 488. HJ236.D3. 

Concerned with the division of the budgets of certain European countries 
into either capital and current accounts or into ordinary and extraordinary 
accounts. 

Fairchild, Fred R. The United States Budget in the Past Decade. Proceedings 
of the Academy of Political Science (New York) January 1938, v. 17, No. 4: 
441-454. H31.A4. 

Reviews principally the separation of the U.S. budget during the 1930's 
and says that the use of the double budget has tended to obscure the true 
picture of the national finances. 

Galloway, George B. Planning for America. New York, H. Holt & Co., 1941. 
Pp. 628-630. HC106.4G34. 

Says that if capital expenditures, public works and the like were placed 
in a capital budget we would have a clearer picture of our true fiseal 
condition. 

Galloway, George B. Reform of the Federal Budget, Washington, D.C., Legis- 
lative Reference Service, Library of Congress, April 1950. Pp. 67-70, 88-89 
(Public Affairs Bulletin No. 80). 

Discussion of (1) the separation of capital outlays in the budget, (2) 
Taft-Radcliffe Amendment as it reflected current trends of thinking in Con- 
gress with regard to fiscal matters. 

Hansen, Alvin H. Economic Policy and Full Employment. New York, McGraw 
Hill Book Co., 1947. Pp. 111-114. 

Consideration of the Taft-Radcliffe Amendment and its fiscal implication. 
Also a brief discussion of U.S. budgetary procedure in the 1930's. 

——Fiscal Policy and Business Cycles. New York, W. W. Norton & Co., 1941. 
Pp. 189-222. 

Discusses the use of the capital budget in various foreign countries. Dis- 
cusses in detail the use of such “special” budgets in the U.S. during the 
1930's. 
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Hoover, Herbert. American Ideals Versus the New Deal. 
ner Press, 1936. Pp. 18. 

Attacks the division of the budget into “regular” and 
“recovery” expenditures under the New Deal. Says the N 
this method in an attempt to justify borrowing. 

Lindahl, Erik R. Studies in the Theory of Money and Capital. London Geo 
Allen & Unwin Ltd., 1989. Pp. 369-384. HB501.L5. 

Presents two alternative schemes by which the budget can be Separate 
into ordinary and extraordinary budgets so as to show more Clearly the 
amount of over-or-under-balancing of the budget. Also presents “a note on 
Swedish budgetary reform (1939).” 

McClellan, John L. Statement by Senator McClellan Regarding Recommenty. 
tions of Hoover Commission Reports on General Management and on Budget. 
ing and Accounting. Congressional Record, v. 95, pt. 7: 9005-9007 ; v. 95, pt. 9. 
11888-11889 (Sist Cong., Ist sess.). J11.R5. ; 

Submits letter received from Bureau of the Budget, in which the Bureay 


New York, The Serip. 


“emergency” or 
ew Dealers Used 


objects to the recommendation of the Hoover Commission that the budget j | 


divided into two primary categories—current operating expenditures and 
canital outlays” (pp. 9005-9007 ). 

In the second statement Senator McClellan points out that the 1951 budget 
will separate current expenses and major capital outlays (pp. 11888-11899) 

Morse, Wayne. Segregation in Federal Budget of Capital Investment and Admin. 
istrative Expenditures. Congressional Record, v. 93, pt. 7: 5596-8602. Wasp. 
ington, D.C., U.S. Government Printing Office 1947. J11.R5. 

A very detailed Bureau of the Budget report, “Capital Expenditures in the 
1948 Budget,” is included as part of Senator Morse’s remarks. 

Myrdal, Gunnar. Budgetary Techniques in Sweden. In Viewspoints on Public 
Finance, ed. by Harold M. Groves. New York, H. Holt & Co., 1947. Pp, 674 
682. HJ117.07. 

Says the use of the capital budget in Sweden permits a greater flexibility 
in fiscal policy within the business cycle. ; 

Musgrave, Richard A. The Nature of Budgetary Balance and the Case for the 
Capital Budget. American Economic Review (Evanston) June 1939, y. 4% 
No. 2: 260-271. HB1.E.26. 


Discusses the desirability of a capital budget from the viewpoint of the | 


type of balance the budget is intended to describe. Considers four types of 
balances. 

A New Budget for the U.S.? Fortune (Jersey City) April 1939: 68-71, 124, 
HF5001.F7. 


With the Swedish plan of separating ordinary and capital accounts in 


the budget, the U.S. budget was reconstructed accordingly. 

Seckler-Hudson, Catheryn and Cynthia H. Moore. The Evolution of the Budge 
tary Concept in the Federal Government. Washington, D.C., American Uni- 
versity, 1944. Pp. 104-111. (Unit 1 of Materials on Budgeting: An Instrv- 
ment of Planning and Management). HJ2005.A65. 

Excerpts and comments concerning former President Roosevelt's budget 
messages 1933-40 as they reflect the viewpoint of the administration on 
balancing only the ordinary expenditures with current revenues. 

Sundelson. J. Wilner. The Emergency Budget of the Federal Government. 
American Economic Review (Evanston) March 1934, v. 24, No. 1: 53-68 
HB1.E226. 

Discusses operation of and desirability of separating the budget into 
ordinary and extraordinary expenditures during the 1930's in the United 
States. 

-Budgetarv Methods in National and State Governments. Albany, J. B. 
Lyon Co., 1988. Pp. 131-192. (Special Report of the New York State Tax 
Commission, No. 14.) 

Discussion of the multiple budgets used in the various European countries, 
British Commonwealth countries and in the United States. Discussions of 
separating the budget into capital and ordinary accounts and into ordinary 
and extraordinary accounts. 

Taft, Robert A., and others. (Taft-Radcliffe Amendment) Congressional Record, 
v. 91, pt. 7: 9133-9139 (79th Cong., 1st sess.). 

Debate on the amendment which stated that any program of Federal in- 





vestment and expenditures should be accompanied by a tax program so that | 


no longrun deficit would be incurred. This was a proposed amendment to 
the Employment Act of 1945. 
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That Wonderful Swedish Budget. Fortune (Jersey City) September 1938: 65- 

Oe sions historical development of Sweden’s double budget in which 
ordinary and investment expenditures are segregated in order to attain 
greater fiscal flexibility. ; é' 

United Nations. Department of Economic Affairs. Budgetary Structure and 
Classification of Government Accounts. New York, United Nations, 1951. 
100 pages. HJ2005.U5. ‘ , 

Includes a general discussion of the separation of current and capital 
accounts in the budget. Presents good discussion of the capital budget of 
Sweden and also the use of ordinary and extraordinary classifications in the 
pudget in Italy. ; : f 2k ae 

United Nations. Department of Economic Affairs. Public Finance Surveys: 
India; New York, United Nations, November 1951, Pp. 31-37. HJ1312.A59. 

Beginning with this budget a special “Analysis of Investment, Operating, 
and Other Budget Expenditures” is included (This analysis in modified 
form is presented in later budgets.) On page 1113 the difference between this 
analysis and a “capital budget” is noted. Other supplementary analyses of 
capital expenditures such as public works are presented. 

U.S. Commission on Organization of the Executive Branch of the Government. 
Budgeting and Accounting: A report to Congress, 1949. Washington, U.S. 
Government Printing Office, 1949. Pp. 15-16. JK643.C47 A55. . 

Brief recommendation of the Hoover report for the separation of current 

s and capital outlays. 
ean” r HAROLD KOHNEN. 
June 12, 1953 (rerun January 28, 1955). 


EXHIBIT 2 
[From the Congressional Record, Mar. 2, 1959] 


AMENDMENT OF EMPLOYMENT AcT OF 1946, RELATING TO PRODUCTIVE CAPITAL 
INVESTMENTS 


Mr. Morse. Mr. President, on several occasions recently, I have spoken in the 
Senate about the current controversy over the budget recently submitted by 
the President. A week has not passed since it was submitted that there has not 
occurred in this body a debate, sometimes a very heated one, over the state of 
balance in that budget. We have heard argued whether it really is balanced, 
whether it ought to be balanced, and if it is, who is responsible, and if it is not, 
who is responsible for that. 

In my opinion, much and perhaps all of this debate has been meaningless. I 
for one, do not know any more about the budget than I would have known 
without the debate. 

But I do know one thing: the form in which the Nation’s budget is now pre 
sented to Congress and the Nation is totally inadequate in terms of helping us 
judge whether or not that budget provides for the needs of the American people. 

We are going at our national budgeting like the proverbial blind men who 
tried to describe an elephant by feeling it. The Republicans in this body have 
grasped only the tail of the budget; they know only that its last, final figures 
are in balance, and over and over again they have been telling us: “Ah, it is a 
balanced budget, therefore it must be a good one.” 

Well, some of the rest of us have been doing a little more groping around, and 
we are increasingly concerned about the things that are not to be found in it. 

Today I am introducing once again a bill that I think can do much to help us 
understand the budget. My bill is a capital budget bill; in simple terms, it calls 
for a separation in the budget between operating expenditures and capital invest- 
ments. Under the present system, we have no knowledge of the elementary 
facts on which every private corporation bases its decisions—namely, which 
outlays are for current operating expenses and which are investments for 
which full and systematic repayment is planned. 
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COMING STUDY BY JOINT ECONOMIC COMMITTEE 


I say it is time we put the National Government on a businesslike bagjg 

But before I go further into that subject, I want to mention the fact that 
Joint Economic Committee, under the chairmanship of the Senator from Hino 
has been given the green light to proceed with what I believe, and hope, vi 
be a landmark in our understanding of national economic forces. The idea of 
my bill is, I feel, closely related to this study. 

The basic question before the committee will be whether or not re 
prosperity and high level of employment must inevitably be accompanied by 
rising prices. Or, how can we have prosperity and full employment Without 
having inflation? 

A related question before the committee is that of economic growth, and its 
part in stabilizing the price level as well as providing sufficient jobs for all 
Americans who seek work. 

This body passed the Employment Act of 1946 1314 years ago. The Version 
actually approved by the Senate was considerably more far reaching than thy 
version that finally became law. 

I was an original cosponsor of 8. 380 when it was introduced in the Senate 
Few laws enacted since then have greater significance for the Nation and its 
future than that one, and I am proud to be numbered among such authors of it 
as the Senator from Montana (Mr. Murray), and the Senator from Wyoming 
(Mr. O’Mahoney). 

More than any other single piece of legislation, the Employment Aet Was a 
product of the great depression. It was the expression of the Nation's feryoy 
hope and prayer that the disaster of economic depression might never agai 
visit our land, and that the Federal Government had a responsibility and ay 
obligation to see that it did not. 

Unfortunately, 13 years later we still do not know exactly where we are going 
in terms of economic growth and whether our rate of growth is sufficient to 
provide both the necessary number of jobs and a stable price system. Ther 
is much economic evidence to indicate that rising prices over the last decade ar 
due to an increasing power of industry to fix its own prices, regardless of marke 
conditions. Price competition seems to be disappearing; the price level does not 
fall as consumer incomes fall—we saw that last year when prices resisted the 
decline in consumer purchasing power. 

Economie growth, and by that I mean competitive growth, is the free enter. 
prise system’s greatest weapon against administered prices. 

I want the members of the Joint Economic Committee, and particularly thei 
great chairman who is a leading authority on this whole subject, to know just 
how important I think their study is to the future of the Nation. 

Today I am offering an amendment to the Employment Act of 1946, and that 
is why I have prefaced my remarks with this reference. The Employment Act 
has not been amended in any significant way since it was passed. It remains 
an expression of policy, rather than a program to assure the country against 
the twin disasters of depression and runaway inflation. 


BILL INTENDED TO HELP ACHIEVE PURPOSES OF EMPLOYMENT ACT 


My amendment does not offer any economic plan. But it 
nomic tool. 


It adds t 


does offer an eco 


» the declaration of policy of the Employment Act by declaring an 
additional policy of separating capital from operating expenditures in order to 
assist in achieving the economic goals already stated in the act. 

The bill also directs the Council of 
inclusion in the Economic 
posed capital investments, 


It then provides that in addition to the budget figures he now submits, the 


President shall add figures differentiating between operating expenses and 
capital investments. 


Economic Advisers to recommend, for 
Report, a minimum and maximum program of pro 


In general terms, this is known as a capital budget. It is the kind used by 
corporations, by many of our large cities, by some States, and by many foreign 
countries to show which expenditures in the budget are really investments and 
will be repaid to the Treasury. 


Proposals for a capital budget have been before the Congress for many years. 
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~I 


PRECEDENT IN TAFT AMENDMENT 


4 form of it was actually offered by Senator Taft as an amendment to the 
pmployment Act. Much of the controversy in the Senate over that bill involved 
the same arguments heard on the floor today—will the budget be unbalanced? 
De we dare incur more national debt? Who is responsible for adding on to the 
national debt? 4 

Senators Taft and Radcliffe offered an amendment to the Employment Act that 
would have prought a considerable degree of order out of the chaotic discussions 
of the pudget and whether it is really unbalanced. 

Their amendment provided, and I quote: 5 

«That any program of Federal investment and expenditure for the fiscal year 
1948, or any subsequent fiscal year when the Nation is at peace, shall be accom- 
' nied by a program of taxation over a period comprising the year in question 
and a reasonable number of years thereafter, designed and calculated to prevent 
during that year any net increase in the national debt (other than debt incurred 
for self-liquidating and other reimbursable expenditures) without interfering 
with the goal of full employment.” Lins : 

The exclusion of debt incurred for self-liquidating and other Teimbursable 
expenditures from the definition of public debt is the second major budgeting 
provision of my bill. D 

It may surprise Senators to know that the Taft-Radcliffe amendment was 
adopted by a rolleall vote of S82 to 0. : I : 

In defining the terms of his amendment, Senator Taft said this about it: 

“As a matter of fact, I have been very liberal because I exclude debts incurred 
for self-liquidating projects, which mean irrigation projects, such as Boulder 
Dam, any large expenditures which are self-liquidating and will pay themselves 
off, and other reimbursable expenditures. 

“JT would even except loans. We may question whether they will be paid, of 
course, but, so far as the system of taxation is concerned, I would not require 
that taxation be levied to such an extent as to bring in the amount of money 
needed to make the loans.” (Sept. 28, 1945, Congressional Record, vol. 91, 
p. 9134. ) Beef ies . : ; 

The definition of self-liquidating investments in my bill is much stricter than 
the one contemplated by Senator Taft, because it requires full repayment of both 
interest and principal. 

Madison Avenue coined a new word early last fall for the present occupant of 
the White House, and now he uses it with abandon. This word is the “spenders.” 
He is putting this label on the Democrats at every possible moment. His simple 
approach bodes no distinction between operating expenditures and capital invest- 
ments, yet for his corporation buddies this distinction goes to the very heart of 
corporate finance. 

Just how businesslike a proposal my bill is was emphasized in the report of the 
first Hoover Commission. 


HOOVER COMMISSION RECOMMENDED CAPITAL BUDGET 


In 1949, the desirability of a capital budget got further recognition in the 
report of the First Hoover Commission. 

In its report on budgeting and accqunting, the Hoover Commission recom- 
mended the separation of capital outlays in the budget upon its presentation to 
Congress. I quote the Commission report on “Budgeting and Accounting,” as 
follows: 

“There is, at present, constant confusion in Federal budgeting and accounting 
because current expenditures and capital outlays are intermingled. These two 
types of expenditures are essentially different in character, and should, therefore, 
be shown separately under each major function or activity in the budget. This 
isan important feature of performance budgeting. 

“The appropriations for capital purposes, provided each year, are usually only 
a part of the total cost of the numerous projects which the Federal Government 
is initiating or has underway. Many of these appropriations are made for a 
year’s work on a given project without an adequate understanding of the total 
previous expenditure and the cost commitment which has been authorized in 
order to have a complete structure or improvement. This is not good business 
on the part of the Federal Government. 

“While capital projects may be carefully analyzed for usefulness, timeliness, 
and total probable costs at the time of original authorization, the total remaining 
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costs of all capital projects should be set forth in the budget each Year, toge 
with costs incurred to date. These costs should be revised in succeedin Bether 
to keep them current with later developments. & year 

“Recommendation No. 3: We recommend that the budget estimates of all o 
ating departments and agencies of the Government should be divided into ; 
primary categories—current operating expenditures and capital outlays, a 

“The use of this type budgeting has been demonstrated by the budgetin 
Government corporations under the Government Corporation Control Act of ioe 
Government corporation budgeting practice at the present time amounts to 4 
partial adoption of many of these simplifications based upon functional budget; ; 
accurate accounting, and separation of capital outlays from current expenditure 
It has greatly added to flexibility of management and to simplification of budget 
ing, accounting, and audit.” : 

Since that time, several bills have been offered in Congress to direct the 
President to submit the budget in that form. My own bill of 1949 carrieg such 
a directive. At that time, I did not regard it as a capital budget, but ] thing 
the term is general enough as it is now understood, to apply to a simple Separe. 
tion of operating and capital expenditures. 

A budget of this kind would mean that the Federal Government Would be 
practicing what it preaches; it would be keeping the same kind of books that it 
requires of its taxpayers. 

The Internal Revenue Service and all of the Federal regulatory agencies hay 
issued voluminous and exacting accounting instructions and systems requiri 
all corporations and other business enterprises to conform to the fundamentg| 
business practice of distinguishing between operating expenditures and capital 
investments. If we are to have a businesslike administration of the Government, 
as well as one that makes possible a reasonable estimate of our economic growth, 
it seems obvious that a minimum requirement would be the adoption of th 
same standards of bookkeeping by the Federal Government as the Federal Gov. 
ernment requires of private business enterprises, and which they use themselves 
as a means of judging their expenditures. 

I wish to make clear that I do not stand unmovably on all the terms of this 
particular bill. 

In 1949, the capital budget provision in my general budget and tax reform bil) 
provided simply, and I quote from my bill of that year: 

“Federal budgetary practice shall be revised to distinguish between operating 
and capital expenditures, and in transmitting to the Congress the estimates 
called for in section 201 of the Budget and Accounting Act of 1921, as amended, 
the President shall, to the extent and in such detail as may be feasible (a) 
separate operating expenditures from capital developmental, and recoverable 
expenditures, and (b) estimate of capital, developmental and recoverable ex 
pen(itures by agencies and/or purposes of the 6 ensuing fiscal years.” 

The Senator from Minnesota (Mr. Humphrey) has also introduced capital 
budget legislation in recent Congresses that simply directs the President to make 
this distinction under such definitions and terms as he deems appropriate. 

It may well be that that is all that is needed. My bill this year is framed in 
the Employment Act because by so doing, I hope to relate the usefulness of the 
capital budget to the issue of the Nation’s growth. 

I am very anxious that the appropriate committees of Congress take up this 
matter. It would be useful, I think, for other capital budget bills to be intro 
duced that might be referred to other committees se we could get a wider legis- 
lative discussion of the subject. 


BILL DOES NOT ELIMINATE PRESENT BUDGET 


Let me make a brief reference to some of the objections that have been raised 
against capital budgeting. I recognize, of course, that economists are not unati- 
mously in favor of it. I shall not present any exhaustive review of opinions pro 
and con because a committee hearing is the place for that. And I have already 
referred to the Hoover Commission report on this matter. 

One authority on Federal budgeting, Prof. Arthur Smithies, in his book “The 
Budgetary Process in the United States’ makes out a mild case both for and 
against it. His objections seem to depend mainly upon the taxation and spent- 
ing policies he assumes would accompany a capital budget. 


I mention this because it should be understood that my bill does not substitute | 


a capital budget for the present one. It adds a capital breakdown to the esti- 
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y are presently submitted. Certainly the qualms of economists about 
ly capital budget should be allayed by the fact that I am only asking 


mates as the 


‘lusive . : 
ag submission of these estimates along with the present form of the budget. 
0 ‘ = 


4s a matter of fact, in 1947, I requested and received from the Budget Bureau 

eapital expenditure breakdown of the budget we then had before us. The 
& ie Director, Mr. Webb, provided me with a list of all outlays in the budget 
=~ esident had submitted that would fall into the classification of capital 
= . jitures ; it came to $7,341,062,000 out of a total budget of $37.5 billion. 
an pose the purpose of my bill could be achieved if I were to ask for such a 
b Se on each year and then put it into the Congressional Record, as I did 
1947 But we should be more systematic than that ; and the outlays should be 
oe the capital investment needs of the country through the machinery of 
‘xe Council of Economic Advisers and the President’s Economic Report. 


OTHER OBJECTIVES STEM FROM BUDGETARY ABUSES 


During the 1930's, many European governments resorted to dual and even 
triple budgets in order to handle the extraordinary deficits caused by the depres- 
sion. Budgetary devices were also used in those days to cover up rearmament 
which was sometimes going on in violation of treaties. 

Unfortunately, that turbulent depression era of dual and extraordinary 
budgeting tended to scare people away from legitimate reform. 

Because of this recent history we should be extremely cautious to insure that 
when the United States adopts the capital budget that it be done on a conserva- 
tive basis and in the direction of a more responsible government. 

Both Presidents Roosevelt and Truman took some tentative steps toward the 
capital budget idea, but that period of budgetary evolution was chiefly occupied 
with the development of the performance or program budget idea which has now 
largely been adopted. 

In my opinion, a capital budget is the next logical step in the process of budget 
reform. 

NO PREFERENCE IMPLIED IN THIS DISTINCTION 


My final points is this: The fact that the reimbursable expenditures would be 
separated in a capital budget in no way implies that revenue-consuming expend- 
itures are less necessary or desirable. 

No one of us would vote against a justified defense expenditure on the ground 
that it is not revenue-producing. Such an outlay would be wealth-protecting ; 
it is possible to think of many examples of defense expenditures that we would 
give preference to over a revenue-producing project. 

When we consider proposals for other Federal expenditures, as for example, 
financial aid to the States for education, we get into another area where a non- 
reimbursable outlay is just as much an investment in the future of America as a 
reimbursable one. It has been shown that the money the Government spent 
for the World War II GI bill has been repaid many times in the higher taxes 
these veterans have paid as a result of the education they received from the GI 
bill. 

When we have some experience with capital budgeting, we may find ways of 
refining these programs. That is why I have left wide discretion up to the 
President in making the distinction, guided only by the rules now used by the In- 
ternal Revenue Service. Beyond that basic division of expenditures into two 
categories, capital and operating: however, I have then asked the President to 
refine the capital outlays to show those having a useful economic life of 10 years 
or more which are self-liquidating. These would be excluded from the public 
debt. I would anticipate that Federal grants for construction programs would 
be classified as capital expenditures rather than operating, but would not fall 
into the reimbursable category with FHA loans, power projects, and the like. 

I put no premium on the desirability of one group of expenditures over an- 
other. I expect to work just as hard in the next few weeks to get passed a bill 
making grants to the States for school construction and teachers’ salaries as I 
will be working for appropriations to start construction of Green Peter Dam. 

But when we have a capital budget showing that the funds for Green Peter 
Dam will be repaid, we may find that $1 billion a year for education is not only 
an essential improvement but one we can afford better than we thought. We 
would also be able to see just how much of the grant now being proposed for edu- 
cation would go into capital assets, namely, new classrooms. 


58925—60——_5 
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My plea, therefore, is not that we plan through this bill for any new 
program. It is simply that we adopt a device for classifying expendit 
will give us a better picture of where we are going, and where we should be 
I hope the appropriate congressional committees will give some study to th 
a capital budget could play in clarifying the great economic decisions the 
makes through its budget. 

[ ask consent that my bill lie on the desk for 1 week so that Senatorg wish 
ing to cosponsor it may do so before the bill is printed. ; 

The Presipine Orricer. The bill will be received and appropriately referred « 
and, without objection, the bill will lie on the desk, as requested by the Senator 
from Oregon. 

The bill (S. 1244) to amend the Employment Act of 1946 to establish Policies 
with respect to productive capital investments of the Government, introduced 
by Mr. Morse (for himself, Mr. Proxmire, and Mr. Bartlett), was received, read 
twice by its title, and referred to the Committee on Government Operations 

Mr. Morse. Mr. President, I also ask unanimous consent to have the bill 
printed in the Record, together with a section-by-section analysis of it, which | 
have prepared. 

There being no objection, the bill and section-by-section analysis were ordered 
to be printed in the Record, as follows: 

“Be it enacted by the Senate and House of Representatives of the Unitea 
States of America in Congress assembled, That this Act may be cited ag the 
‘Employment Act Amendments of 1959.’ : 


Nationa) 
ures that 


Soing, 
1€ Tole 
Nation 


“DECLARATION OF POLICY 


“Sec. 2. Section 2 of the Employment Act of 1946 is amended by inserting 
‘(a)’ after the section number and by adding thereto the following subsection: 

“*(b) To assist in achieving these objectives it is the further policy of the 
Federal Government (1) to distinguished between its operating expenditures ang 
capital investments, (2) to exclude certain productive capital investments from 
the public debt, and (3) to retire the public debt.’ 


“FUNCTIONS OF COUNCIL OF ECONOMIC ADVISERS 


“Sec. 3. Section 4(c) of such Act (relating to the duties and functions of the 
Council of Economic Advisers) is amended by changing the designation of para- 
graph (5) to (6) and inserting after paragraph (4) a new paragraph (5) to 
read as follows: 

“*(5) to evaluate each year the Federal budgetary situation as related to the 
prospective gross national product and other economic indicators and needs, and 
to recommend, for inclusion in the Economic Report, a minimum and maximum 
program of proposed capital investments, including, on a segregated basis, pro- 
ductive capital investments for the next fiscal year, and a six-year projection 
of such proposed investments ;’ 


“CAPITAL BUDGET 


“Sec. 4. (a) Such Act is further amended by adding at the end thereof the 
following new section: 

“ ‘Sec. 6. (a) In transmitting to Congress the estimates called for in section 
201 of the Budget and Accounting Act, 1921, as amended, the President shall 
also— 

***(1) to the extent and in such detail as he shall designate by Executive 
order (and so far as practicable consistent with the practices of the Internal 
Revenue Service) distinguish between operating expenditures and capital invest- 
ments of the Government, and further set forth the productive capital invest 
ments, including mortgage loans, which have a useful economic life of more than 
ten years and which are revenue producing or self-liquidating in nature; 

“*(2) advise the Congress as to the progress made in identifying and com- 
puting capital investments and more particularly such productive capital invest 
ments; and in computing the public debt exclude therefrom an amount equal to 
such productive capital investments; 

“*(3) advise the Congress as to a minimum and maximum program of pro- 
posed capital investments, including, on a segregated basis, productive capital 
investments for the next fiscal year, and a six-year projection of such proposed 
investments ; and 
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«4(4) advise the Congress as to the amount of the public debt as computed 
in accordance with this section and of the effect of the proposed budgetary pro- 
a upon the retirement of the public debt. 
oth) The amount of obligations issued to finance productive capital invest- 

— shall not be considered a part of the public debt for the purpose of limita- 
naan the public debt contained in section 21 of the Second Liberty Bond Act, 
era amendment made by this section shall be effective with respect to 
aon budget transmitted to the Congress pursuant to section 201 of the Budget 
pe Accounting Act, 1921, as amended, after the date of enactment of this Act. 


“APPLICATION OF GOVERNMENT CORPORATION CONTROL ACT 


“Seo. 5, The provisions of the Government Corporation Control Act, as 
amended, with respect to budgets, reporting, auditing, and accounting, shall 
apply to the functions exercised by any officer or agency of the Government pro- 
posing the investment of Federal bond proceeds in productive capital, to the 
same extent as applicable to wholly owned Government corporations, 

The section-by-section analysis presented by Mr. Morse is as follows: 


“SECTION-BY-SECTION ANALYSIS 
“ADDS TO DECLARATION OF POLICY 


“Section 2 amends the declaration of policy of the Employment Act of 1946 
in three ways. In order to assist in achieving the goals already set forth in the 
Employment Act, my bill further declares it to be the policy of Congress to 
distinguish between operating expenditures and capital investments in order to 
clarify and make more logical the conduct of Federal financial operations in- 
cluding the budgetary, accounting and appropriative processes. 

“This, of course, has implications not only for the operating statement of the 
Federal Government but also for its balance sheet, therefore the second declara- 
tion of policy. 

“The second policy addition permits the Federal Government to exclude from 
the computation of the public debt certain productive capital investments as 
defined in section 4. 

“The third declaration of policy calls for retirement of the public debt. 

“These three further declarations supplement and implement the existing 
policies of the Employment Act of 146. Whatever the Federal Government does 
directly to promote maximum employment and the other objectives of the Act 
would be expressed for the most part in the Annual Budget Message. The 
budget would then be the Government’s fiscal plan of action for the ensuing year. 


“NEW DUTIES FOR COUNCIL OF ECONOMIC ADVISERS 


“Section 3 adds a new paragraph to section 4(c) of the Employment Act of 
1946 relating to the duties of the Council of Economic Advisers by directing the 
Council to, recommend for inclusion in the Economic Report, a minimum and 
maximum program of proposed capital investments. This recommendation 
would be submitted to show productive capital investments for the next fiscal 
year and a 6-year projection of such proposed investments. 

“This paragraph should facilitate cordination and consistency between the 
Economic Report and the annual budget message. 


“CAPITAL BUDGET 


“Section 4 adds the new subtitle ‘Capital Budget’ at the end of the Employ- 
ment Act of 1946, and provides the mechanisms and basic definitions for carrying 
out the policies set forth in section 2. 

“Section 4(a) adds to the Employment Act of 1946 a new section 6 calling 
upon the President in addition to his other duties under the Budget and 
Accounting Act of 1921 to do four things as set forth in paragraphs (1), (2), 
(5), and (4). 

“Paragraph (1) asks the President to submit the annual budget in a form 
which distinguishes between operating expenditures and ‘apital investments. 
He is given broad flexibility in defining these terms and as the new procedure 
evolves he may change the definitions. All these details are to be handled by 
Executive order of the President. 
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“One guiding suggestion is given to the President in that it is to be 
practicable consistent with the practices of the Internal Revenue Servi 


‘SO far ag 


. : . ce.’ j 
should avoid the double standard problem which now prevails as betwee This 


eral business and private business in regard to the bookkeeping for ae 
investments. 

“Then within the capital investment category the President is asked further 
to separate out those certain productive capital investments which meet both of 
two tests, (1) that they represent a useful economic life of over 10 years and 
(2) that they are revenue producing or self-liquidating in nature. ‘ 

“The 10-year economic service life is used as a basic test in order to exclude 
automobiles and other equipment which generally are on a 10-year or legs de 
preciation period. : 

“The second test is that the productive capital investment must be revenue pro- 
ducing or self-liquidating; this is intended to insure the repayment of both 
principal and interest. 

“Municipal and State governments have evolved a distinction between gen. 
eral obligation bonds, which are tax supported, and revenue bonds, which are 
supported only from revenues. This basic difference is here applied to the 
Federal productive capital investments without going as far as the Hooyer 
Commission recommendation of issuing revenue bonds for each such Feder) 
revenue-producing activity. 

“It is not proposed to change the types of Federal bonds and other borrow. 
ings, nor to segregate the income from the projects in separate funds. The dif. 
ferentiation is only made in the budgets, accounts, and appropriations records 
of the Government. 

“Mortgage loans, such as REA and FHA loans, are included in productive 
capital investments, because they meet both tests. 

“The net work of Federal corporations and similar activities, such as Bonne 
ville Power Administration, should be treated as productive capital investments, 

“Flood control dams would not meet the test of revenue producing. Irrigation 
investment would not meet the test of interest repayment. Farm crop mort- 
gages would not meet the test of revenue nor the test of 10 years life. Thus 
none of these capital investments would qualify as productive capital inyest- 
ment as here defined. The definition is intentionally severe. The productive 
capital investment is treated in much the same manner as if each such activity 
were financed strictly by means of revenue bonds. : 

“Paragraph (2) modifies the definition of the public debt so as to exelude an 
amount equal to the productive capital investments. Utilizing this interrelated 
definition, the President is required to advise Congress annually as to the level of 
eapital investments and, as a part thereof, the productive capital investments, 
and the residual public debt. 

“This requires, of course, an identification of the presently existing productive 
capital investments of the Federal Government such as FHA, REA, and other 
gilt-edge loans, the net worth of Government corporations and such long range 
revenue-producing assets as hydroelectric facilities, the Alaska Railroad, the 
St. Lawrence Seaway, and many others. These would reduce the public debt 
to a much more meaningful figure. 

“Paragraph (8) asks the President to employ these distinctions in presenting 
his budget and to include therewith a 6-year projection of proposed investments. 

“Paragraph (4) asks the President to advise the Congress annually as to the 
amount of the public debt and the effect of the proposed budgetary program upon 
the retirement of the public debt. 

“One of the major perspectives of this bill is implicit in the otherwise para- 
doxical situation which simultaneously justifies an increase and a decrease in 
the public debt. In boom times when Government revenues are high and there 
is inflationary pressure it is appropriate to decrease the public debt. Yet at the 
same time the Government must go ahead with certain productive capital invest- 
ments. 

“This bill eliminates this paradox because it distinguishes between what is 
sometimes called ‘live weight debt’ from ‘dead weight debt.‘ In certain areas it 
will be desirable for the Government to increase its ‘live weight debt’ namely for 
productive capital investments. But these amount should not be confused with 
the ‘dead weight debt’ which is the net national debt. 

“Subsection 6(b) amends section 21 of the Second Liberty Bond Act, by stat 
ing that the amount of obligations issued to finance productive capital invest- 
ments shall not be considered a part of the public debt for the purpose of debt 
limitations. 
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“Section 4(b) states the effective date of this act. . ‘ ‘ 
“Section 5 under the subtitle ‘Application of Government Corporation Con- 
Act’? adds the requirements that Federal officers and agencies which pro- 
trol 4 yestment of Federal bond funds in productive capital shall observe the 
pomeenment Corporation Control Act with respect to budgets, reports, audits, 
a othe bill interrelates various existing laws such as the Budgeting and 
camming Act, Employment Act, Public Debt Act, and Government Corpora- 
tion Control Act by providing a common terminology and financial reference. 
a Tals system of terminology and financial reference will not preclude the mak- 
ing of Federal grants and subsidies and the handling of other operating expend- 
rs ; but these will all fall generally under the category of operating expendi- 
ame Nor is this to say that the intrinsic benefit-to-cost ratio of a dollar grant 
for education may not be double that of some certain proposed productive capi- 
sn enatment. 
os tow years of evperience with capital budgeting these additional 
finer distinctions may commend themselves to the President and the ( ongress. 
This bill represents a starting point for this rational process. It will be and 
must be evolutionary in its unfolding. 

“It is the perspective of this bill to contrast the long run and the short run, 
to flag the difference between the revenue-producing St. Lawrence Seaway and 
the revenue-consuming defense expenditure. This bill puts the pluses and 
minuses of our budgetary puzzle into two separate columns. dnt 

Mr. Proxmire subsequently said: “Mr. President, I am happy indeed to join 
the senior Senator from Oregon (Mr. Morse ) as a sponsor of this bill to amend 
the Employment Act of 1946 by providing for the submission by the President of 
a capital budget to accompany the regular budget as now submitted. 

“The provisions of this bill are a moderate and constructive first step in 
making the Federal budget procedures more understandable and meaningful, 
poth to Congress and to the public. In my opinion, it will accomplish vitally 
important improvements in our Federal budget procedure. 

“Under the present budget there is no distinction between a 100-percent sound 
Government loan which is sure to be repaid to the Government on the one hand, 
and spending for a plane, a tank, or a Government salary, which is sure not to 
be repaid on the other. 

“This is wrong. It is unwise. It is self-deceptive. It is self-defeating. It 
prevents the Government from making investments that will help the tax- 
payer as well as the economic strength of the economy. This is true because 
the soundest kind of Government loans are treated in the budget as spending. 
There is enormously strong pressure on Members of the Senate, with real wis- 
dom behind it, to vote to keep the Federal Government from spending more 
than it is taking in. The consequence of this pressure is not simply to put 
pressure on Members of the Senate to vote against real spending. The pressure 
on Members of Congress is to vote against Government loans no matter how 
sound, how conservative, or how sensible they may be from any standpoint. 

“This pressure is just as unwise and unfortunate in its consequence on the 
Government as it would be on a family that steadfastly refused to invest their 
idle savings in savings bonds because such a loan to Government under Federal 
bookkeeping procedures would be considered spending. 

“There is a fundamental difference between spending and investment. Yet, 
this is not shown clearly in our present budget procedures. Investments such 
as loans for rural electrification, Small Business Administration loans, or out- 
lays for construction of hydroelectric projects are self-liquidating and wealth 
creating, in exactly the same way as a businessman’s investment in productive 
machinery, buildings, land, and other productive property are. 

“Surely these investments by the Federal Government need to be differentiated 
from spending for current operations. There are times when it might be ex- 
tremely unwise to curb investments which are wealth creating, even when the 
need might be particularly acute to cut the cost of operating the Government 
to the bone. In fact, the same conditions that make severe economy on current 
operations of the Government urgently necessary may make it of utmost im- 
portance to maintain or to expand the Government’s rate of investment in 
wealth-creating projects. This is exactly what occurs frequently in the case 
of private businesses: When overhead operating costs are excessively high, the 
Wise course for the businessman is to cut those costs to the bone, while increas- 
ing his investments in productive property so as to expand his base of income- 
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creating capital in order to provide a more adequate base to support his Over. 
head operating costs. 

“The support for the budgetary reform provided for in this bill which has 
been given by the late Senator Robert Taft, and the second Hoover Commission, 
is a most impressive endorsement of this purpose. This is a step which it ig long 
overdue for our Government to take. It Will give to Congress anq to the 
public an effective tool for more conservative and enlightened management of 
our Nation’s finances and economic policies, toward the end that we can achieve 
greater control over inflationary tendencies resulting from governmenta] Doli. 
cies, better selection of alternative governmental policies, and more effective 
contributions by Government policy toward the goal we all seek for our Nation~ 
constantly rising living standards, fulfillment of publie needs for schools, health 
and other services, fully adequate national defenses, and rigorous economy jy 
the operations of the Government.” : 


[From the North Dakota Rural Electric magazine, September 1959] 
EXHIBIT 3 


On Capitol Hill, in the Nation’s Capital, this beautiful bell tower was deg. 
cated in April to the memory of the late Senator Robert A. Taft of Ohio. Tag 
will also be remembered for the fight he waged, as early as 1946, for needed 
changes in the methods of preparing and presenting a capital budget for na- 
tional expenditure and investment. His battle has been taken up by Senators 
Douglas, Humphrey, Morse, and others, who offer and support present-day legis. 
lation to correct many apparent inefficiencies in U.S. budgeting procedure, | 


BupGet BATTLE ON CAPITOL HILL 
(By W. 8S. Roberts, editor, Rural Electrification, Washington, D.C.) 


“If American Telephone & Telegraph Co. maintained a budget like that of 
the Federal Government,’ Senator Hubert Humphrey recently declared, “we 
would still be communicating by smoke signals. 

“It is time we stop lumping expenditures for paper clips with investments in 
public power.” Humphrey’s feelings just about sum up the views of many 
prominent legislators. 

Yet unlike the Battle of Bunker Hill, the Alamo, and other epochal military 
clashes in our history, the battle of the U.S. budget just keeps rolling along. 

Currently this hot war of words on Capitol Hill has entered a phase of what 
might aptly be termed “political mumbledepeg,” with the so-called economizers 
attempting to impale the so-called spenders on pointed epithets calculated to win 
the most votes in 1960 and vice versa. 

By no means, however, is this just a political conflict confined to the Halls 
of Congress and the executive offices of Government, although one can easily 
get this idea listening to some party professionals around the Nation’s Capital, 

Budgeting is an economic question. But whether it’s politics or economics 
or both, the battle of the budget rages with equal intensity from the ivy-covered 
towers of our great universities to the barbershops along Main Street. 

It’s been said that if the average family, small business, or even a large cor- 
poration used the fiscal methods of the U.S. Government, they’d be broke—r in 
jail—or both. 

There are as many angles to this controversy as there are to a navigator’s 
sextant. jsut the point that’s hammered on most consistently in every discus 
sion of this type is that “the Federal Government should operate on a more 
businesslike basis.” 

And, indeed, there’s a great truth to this assertion. For a rather staggering 
amount of evidence clearly shows our Federal budget is set up on a very u- 
businesslike basis. What bank would enter its loans and interest-bearing it- 
vestments as expense? 

Any schoolboy with an elementary course in bookkeeping under his academic 
belt knows this is a violation of good accounting practice. If banks or corp 
rations followed such procedure their annual reports would always be done it 
red ink. 
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ONE HUGE EXPENSE 


But incredulous as it may seem, our Federal budget lumps every dollar Uncle 
Sam puts on the line as one huge expense. W hether it’s for fully reimbursable 

ans and investments or for Government workers’ salaries makes no difference. 
aa far as the Federal budget is concerned, interest-bearing loans—no matter 
a good they are —equal more national debt. 

Sound silly? Itis. . 4 2 ih 

But let’s take an REA loan to a rural electric cooperative. Actually, isn’t it 
really the same sort of transaction as a bank loan to a farmer who wants to buy 
a tractor, ora loan toa businessman for new office equipment ? s ; 

of course it is. Banks make billions of dollars in loans of that kind every 
year. And their accounting statements are always in balance because the bank’s 
assets and liabilities both increase by an equal amount. This is just good 
hen 8 rural electric co-op gets an REA loan to build facilities to bring more 
power to its members, the bookkeeper makes two entries in the accounts. One 
is a liability for the loan, the other goes in the asset column showing these new 
facilities are worth so many dollars. If the average citizen is confused by all 
this he isn’t alone. , 

As Senator Wayne Morse of Oregon so graphically puts it: “We are going at our 
national budgeting like the proverbial blindman who tried to describe an elephant 
py feeling it.” 

“Economie experts like Illinois’ Senator Paul Douglas agree. They say no mat- 
ter how long a person pores over the 1200-plus pages of the budget report, it is 
yirtually impossible to gain a clear-cut picture of the Government’s financial 
status. 

Little wonder that even the most sincere individuals can do little more than 
“vjew with alarm.” 

Many students of government, including Morse and Douglas, believe the answer 
to this quandary is to change to a capital budget system. Douglas strongly en- 
dorsed this reform in a speech before the National Rural Electric Cooperative 
Association annual meeting in Chicago 2 years ago, when he said: “If we want 
a Government run on a sound business basis, an efficient Government, the answer 


LEGISLATIVE PROPOSALS OFFERED 


Wayne Morse offered such a plan in a legislative proposal early in this session 
of Congress. Senator Hubert Humphrey of Minnesota has introduced a similar 
plan in bill form, too. 

These, however, are not the first to go into the legislative hopper. Both 
Humphrey and Morse have sponsored capital budget bills before—Morse as far 
back as 1949. 

But the late Senator Robert A. Taft of Ohio preceded Morse in this respect. 
By at least 3 years, as a matter of fact. As an amendment to the Employment 
Act of 1946, his proposal whooped through the Senate by a unanimous 82-0 count. 
That's as far as it got, however. 

What is a capital budget? It’s a plan providing for the separation of outlays 
into two categories. Applying it to the Federal Government it would break down 
like this: (1) Investments like reclamation at Bonneville and REA loans to elec- 
tric and telephone systems, and (2) expenditures authorized by Congress, includ- 
ing the great bulk of military programs, salaries and other expense which is never 
recovered. 

The basic difference between a capital budget and the present Federal budget 
is that the former distinguishes between investments and expenditures. The lat- 
ter does not. 

Thus the Federal Government today is in the ridiculous position of having 
“spent” more than $3 billion on power facilities, with no balancing notation show- 
ing that, while this represents an expenditure, it also represents equal investment 
wealth, 

When “economy-minded” persons go to work with a budget cutting knife under 
present conditions, it spells trouble for the rural electrics as experience provides. 

Remember the bitter fight that developed in the Senate a few years ago on 
the question of whether or not REA needed an additional $35 million for loan 
funds? 

The concept that economy means cutting indiscriminately across the board 
could never develop to any extent under a capital budget plan. REA loans, for 
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instance, could be justified on the record as a sound investment, because the 
repaid, over the years, with interest. Nonreimbursing expenditures would a 
to be justified by the Nation’s need for them. ave 

Senator Morse’s capital budget plan, like Taft’s, was offered as an amendm 
to the Employment Act of 1946. at 

It asks the President to separate capital outlays from the usual] non 
imbursable expenditures in the annual budget. As guidelines, Morse would te 
the rules laid down for corporations by the Internal Revenue Service. ” 

Beyond that, his measure defines capital outlays as those items having a Usefy] 
life of 10 years or more which are self-liquidating in nature. 

A second provision directs the Council of Economie Advisers to r 
inclusion in the economic report, “a minimum and maximum 
posed capital investments.” 

Lest this arouse fears of undesirable taxation and spending Policies, 
explained he was only “asking for a submission of these estimate 
the present form of the budget. 

“My plea, therefore,” he said, is not that we plan through this bill fo 
new national program. It is simply that we adopt a device for classify} 
penditures that will give us a better picture of where we ‘ 
we should be going.” 

Capital budget plans for national governments are common. Sweden, Bel. 
gium, France, Germany and Denmark have used this bookkeeping system for 
years. So has Canada, Our neighbors to the north have a budgetary disting 
tion between ordinary and capital expenditures ever since confederation in 
1867. 

In our own country, capital budget plans have been under discussion for years, 
Yet, somehow, the best laid plans never get off the ground. 

Our present outdated Federal budget system has been operating, with slight 
innovations, since passage of the Budget and Accounting Act of 1921. This act 
made the President responsible for preparing an annual budget, showing incom: 
ing revenues and proposed spending for the coming fiscal year. 

A Bureau of the Budget was created, the Director’s duties being to prepare 
estimates for each department, and to stipulate proposed spending. 

The Reorganization Act of 1946 was designed to make further improvements 
in the system. Under this law the two Appropriations Committees of Congress 
study the President’s recommendations and present jointly to Congress an over. 
all plan for both revenues and spending. 

But obviously much greater reform is needed. 

The Federal debt as of June 30, 1958, was reported as being more than $27 
billion. On the same day, the House Government Operations Committee re 
ported the “Federal real and personal assets as being over $262 billion.” And 
much of the Government’s property is valued conservatively, far below the real 
asset values. 

Sut in spite of $262 billion in assets, we are still regarded as being $276 
billion in debt. All we owe shows up in bold figures. What we own is hard 
to find. 

It’s time for a change—a businesslike reform of the Federal budget system. 
Don’t you agree? 
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EXxHIsitT 4 
[From Public Power, February 1959] 
EpDITORIALS—THE NEGATIVE BUDGET 


Each January when the Federal budget is issued, some newspapers carry 4 
little feature story reporting on the physical size of the document. Last month, 
for example, it was soberly recorded that the budget which President Bisen- 
hower sent to Congress was 1,105 pages long and weighed 4 pounds, 5 ounces— 
slightly thicker and heavier than last year. The sad fact is that such statistics 
are about as revealing as some of the material in the budget, and every bit as 
significant as some attempts to “weigh” the Nation’s fiscal situation on the 
basis of the budget’s information. 

The economic writer, Stuart Chase, has noted: “The present U.S. budget vio- 
lates nearly every law of business and commonsense, and tells us almost noth 
ing meaningful about the state of the national finances. It has been a kind of 
golden calf to be worshipped, not a functional piece of machinery * * *.” — 

Although there are many defects and—despite its great bulk—many omissions 
in the Federal budget, perhaps the most mischievous fault is the failure to pro 
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simple balance sheet, or what is called a capital budget. Every indt- 
‘anal. family and business in the country makes a distinction between invest- 
— d operating expenses. Yet the Government, under its outmoded budg- 
ments a accounting procedures, shows no assets, only expenditures. 
= - Paul H. Douglas (Democrat of Illinois), a distinguished economist, has 
ce “For the Federal Government, an expenditure is an expenditure 
rr it lends money for a public housing project, a hospital, or it gives 
ery the military to purchase oyster forks for the Navy.” He also points 
pone t if businesses kept books like the Government, every business “would 
om OF shown to operate in the red, technically bankrupt at all times.” 
oot absurd,” Senator Douglas has commented, “because it puts the Federal 
Saat in the position of having spent upwards of $3 billion for Federal 
ae facilities, with no corresponding notation made of the fact that these 
pacilities at the same time that they represent expenditures also represent 


vide a 


sets.” “ ai 
nt the failure of the Federal budget to show investments or assets were simply 


a rather glaring divergence of this particular document from good sense, it could 
be dismissed as a quirk of little consequence. — rhe difficulty is that the budget, 
for all its deficiencies, is tremendously influential in shaping opinion and policy. 
Confronted with such an imposing argument that the Government can only spend 
money and not create assets, both Government officials and the general public 
tend to oppose or ignore opportunities for sound investment by the Government. 

The inadequacy of the budget’s liabilities-only approach is reflected in the 
recommendations forwarded to Congress last month (see p. 24). There are no 
funds included for new starts of multiple-purpose water resource developments— 
not because there are no opportunities for beneficial investments for needed 
projects which would in substantial measure be repaid, but because the budget 
can only show money spent. 

Even less realistic in terms of the Nation’s best interests is the stated policy 
of “stretching out” over additional years the costs of projects now under con- 
struction. The myopic delaying of projects, which involves postponing the 
realization of benefits and repayments, can be justified only in a budget that 
makes no allowance for assets. 

Late in the last session of Congress, Senator Wayne Morse, Democrat. of 
Oregon, introduced a bill “to provide for a budget which will more clearly reflect 
the financial condition of the Government by distinguishing between capital and 
noncapital type expenditures.” It is expected that such legislation will be 
introduced in this session, and it is to be hoped that it receives serious 
consideration. 

While the merits are obvious, budget reform will be no simple task. But this 
is no excuse for Congress to ignore the very real need for a better understanding 
of the country’s finances than is presently available to the Congress and the 
people in the Federal budget. 

Until such reform is made, Federal power projects and many other worth- 
while investments by the Government will continue to get a “black eye” from 
the negative budget each January. And stories relating the numbers of pages 
and weight of the budget document will be nearly as significant as debates about 
a “balanced budget.”’ 


ExHipir 5 
{From Rural Electrification, October 1954] 
THE CASE FoR A CAPITAL BUDGET 
(By Clay L. Cochran, NRECA staff economist) 


Recently a resolution passed by the Indiana Statewide brought to a head 
an old problem of the rural electric systems as well as other groups in the 
country. The resolution called for separating Federal expenditures which are 
“investments” from those which are expenditures or expenses in the ordinarily 
accepted meaning of the terms. This request for a reform of the Federal budget 
system would separate Federal outlays of money into two classes: (1) Invest- 
ments like REA loans to electric and telephone systems, and (2) expenditures 
like the great bulk of military outlays, expenses for the Congress, payment of 
judges, and other outlays which will never be repaid. 

Many economists and statesmen have long advocated this reform, a reform 
which is referred to technically as the “adoption of a Federal capital budget.” 
A number of European countries already operate under a capital budget. All 
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private corporations operate with such budgets. All individual ente ri 
which continue to exist operate under such budget whether they know jt OF not 


INVESTMENTS ARE ASSETS 


When a private corporation or a farmer invests money in interest-bearj 
or profitmaking securities or in permanent plant, whether that plant be a ney 
factory, a new tractor, a new barn, or new land, the outlay of money for such 
land or equipment shows up on the books as an investment and an asset. 7 
money borrowed or saved for such investments shows up as expenditures. but 
it is balanced by the net worth of the securities, land, or equipment. [¢ this 
were not so, every private business in this country would be “in the red,” 
technically bankrupt at all times. 

On the other hand, when the Federal Government lends money to the rural 
electric systems, which is repayable with interest and which is secured by a 
mortgage on the system, the loan shows up in the budget as an “expenditure” 
just like money used to buy shells for target practice. Under the outmoded 
Federal budget and accounting system, the Government has only expenses and 
no assets. This is obviously a denial of the facts. It puts the Federal Gop. 
ernment in the absurd position of having “spent” about $2 billion on power 
facilities connected with the great hydroprojects, facilities which are now Worth 
far more than $2 billion, but those facilities do not. show up on the Federal] 
books as assets. They just don’t show up at all, except as expenditures. Unde 
the present Federal accounting system, stationery, the national forests, Ty, 
REA’s $2.3 billion in outstanding loans, and the expenditures for the relief og 
war veterans all show up in the same column marked “expenditures,” 


MUST JUSTIFY INVESTMENTS 


The result is that when the rural electrics go to the Congress to request aq- 
ditional loan funds or investments in self-liquidating power projects, they 
have to justify those investments as though they were asking for gifts from 
the Treasury. When the Bureau of the Budget considers the request of the 
REA Administrator for a new year’s loan budget, the Administrator is in the 
position of asking for an “expenditure” instead of investment funds. This 
situation is unrealistic, misrepresents the facts, and leads to endless problems 
and misunderstandings. 

The basic difference between a capital budget and the present Federal budget 
is that the capital budget would distinguish between investments and expendi- 
tures so that the Congress and economy-minded citizens could concentrate on 
expenditures and not slash or destroy highly productive, highly profitable jn 
vestments in the process. All of the rural electric leaders know that for years 
we have had to wrestle with the Congress on this point. When the Congress 
insisted on economy, when the Bureau of the Budget either cut the REA 
Administrator’s request or put a ceiling on his loan program, the rural electrics 
have never known where sincere economy left off and the power company 
“front” began. 

At the present time a great raid on the public domain is underway all over 
the Nation by way of the looting of Federal powersites, sites belonging to the 
people. Basically, the slogan fed the public in opposition to the development 
of our resources boil down to two: (1) It is more “economical” for the people 
to give away the powersites and atomic resources than it is for them to own 
them, and (2) it is “creeping socialism” for Uncle Sam to build a dam. But the 
more potent, the more forceful, and persuasive argument with informed people 
is the economy argument. Sut what logic could be more misleading than to 
assert that it is more economical to give away the people’s resources than it is 
to develop them for the use of all the people instead of the protit of a few? 

As for the rural telephone and electric programs, by all odds the hardest hill 
we climb is the economy hill. Over and over we tell the Congress that invest- 
ment in rural telephones and electrification systems is not a loss or an expendi- 
ture but an investment. However, when the budget balancers, both those that 
are sincere and those that are not, get rolling the rural electrics’ voice is lost in 
the hue and cry. 

FIGHT IN SENATE 


This year in the Senate there was quite an ugly fight over whether REA 
needed an additional $35 million in electric loan funds. Under a capital budget 
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‘s fight simply eould not have occurred because justifiable loans by REA could 
- te without bringing about all the cries that result from even sincere peo- 
a sincerely want to balance the budget. Under a capital budget, since 
at the rural systems would be investments, they would be balanced in the 
oe | pooks with the mortgages on the property of the systems. 
ar oe the Nation today the great investor groups, the insurance companies 

d investment banks are maneuvering to loot the public domain, to secure con- 
= of the great power sites of the Nation, sites which belong to the people. 
trol aan having not a little success and the basic reasons for that success rest 
ae kind of thinking that arises from the present Federal budget system. 
nf Alabama, in the Northwest, at Niagara and other places the local people 
are crying for development of the power sites to promote economic growth and 
progress. But advocates of Federal “economy and “budget balancing have 
prevented anything like a rational, intelligent development of power projects. 
Some of these advocates are sincere and honest men. Others are tools of the 
great corporations who want to exploit the people's power sites for personal 

rofit, As a result of the work of both the sincere men in and out of ¢ ongress, 
as well as the work of the “fronts” for the vested interests, the power companies 
are moving in under the new so-called partnership program to grab the best 
power sites and put an end to the yardstick and the growth of Federal power 
output. They are also putting an end to the power supply of 315 of the 1,000- 
odd REA borrowers who get their wholesale power from Federal projects. _ 

Under a capital budget, Federal planning agencies could move forward with 
an intelligent program of development of resources and loans to the rural elec- 
trics and power cooperatives, opposed only by those who would come out in the 
open in favor of private monopoly and exploitation. Loans and construction 
repayable with interest would show up as investments, and the amount of in- 
vestment would be controlled only by the need for development, the availability 
of materials, inflationary pressures, and other forces. Such activity would not 
be restricted by an outmoded system of accounting and the errors in thinking 
to which that system gives rise. 

Following the lead of the Indiana cooperatives, rural electric and telephone 
leaders might consider this matter at State meetings, at the regional meetings 
this fall and at the national annual meeting at Atlantic City next winter. If, 
as a result of such study and discussion, there should develop support for « 
reform in Federal budget practices, we could carry our proposals to the Con- 
gress next year and begin the fight for such reform. 

It should be made perfectly clear that such a reform would not be smooth 
sledding because the private power companies, the investment groups which 
hope to make profits from grabbing parts of the public domain, including the 
atomic energy program, and other groups which hope to profit from the present 
budget system would oppose the reform. On the other hand, we would be 
joined by many individuals and groups who do not like the idea of the Federal 
Government’s hiding its assets under a lot of red ink. 

If we want a government run on a sound businesslike basis, then we need a 
good businesslike set of books. The answer is a capital budget. 


iii diane 
Exursit 6 
CAPITAL BupGeT RECOMMENDED 
(By Hoover Commission) 
The Commission on Organization of the Executive Branch of the Government 
on two occasions recommended that Congress adopt the capital budget principle 
of distinguishing between capital investments and current operating expense. 


I. “Budgeting and Accounting,” February 15, 1949, 102 pages: The following 
is quoted from pages 15 and 16: 


“SEPARATION OF CAPITAL OUTLAYS 


“There is, at present, constant confusion in Federal budgeting and account- 
ing because current expenditures and capital outlays are intermingled. These 
two types of expenditures are essentially different in character, and should, 
therefore, be shown separately under each major function or activity in the 
budget. This is an important feature of performance budgeting. 
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“The appropriations for capital purposes, provided each year, are usu 
a part of the total cost of the numerous projects which the Federal] ( 
is initiating or has underway. Many of these appropriations are 
year’s works on a given project without an adequate understanding 
previous expenditure and the cost commitment which has been author 
order to have a completed structure or improvement. This is not g 
on the part of the Federal Government. 

“While capital projects may be carefully analyzed for usefulness, timeliness 
and total probable costs at the time of original authorization, the total remain 
costs of all capital projects should be set forth in the budget each year. togeth 
with costs incurred to date. These costs should be revised in succeeding y “we 
to keep them current with later developments. — 
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“Recommendation No. 3 

“We recommend that the budget estimates of all operating departments and 
agencies of the Government should be divided into two primary Categories. 
current operating expenditures and capital outlays. ' 


“THIS TYPE OF BUDGET ALREADY IN USE 


“The use of this type budgeting has been demonstrated by the budgeting ¢ 
Government corporations under the Government Corporation Control] Act ot 
1945. Government corporation budgeting practice at the present time amounts 
to a partial adoption of many of these simplifications based upon functiong) 
budgeting, accrual accounting and separation of capital outlays from current 
expenditures. It has greatly added to flexibility of management and to Simpli- 
fication of budgeting, accounting and audit.” 

II. “Federal Business Enterprises,” March 31, 1949, 129 pages: The following 
excerpt is from page 14: 


“SOME AGENCIES NEED THE BUSINESS FORM WITHOUT INCORPORATION 


“Some Government business enterprises, which also have other activities pg 
wholly of the business type, should, in their business activities, have the fory 
of operations established under the Government Corporation Control Act, py 
without actual incorporation. The Post Office, the Reclamation Service, and the 
business activities of the Maritime Commission are examples. They are dis. 
cussed elsewhere. 

“Recommendation No. 4 

“We recommend to the Congress that such agencies be given the same flexibjl. 
ity of business practice, a business form of budget, accounting, and audit gy 
tems, which are now usually reserved for Government corporations; and that 


such agencies be required to set up their accounts so as to distinguish between | 


capital expenditures and those to be charged to operations.” 


EXHIBIT 7 
[From the Peoples’ Voice, Dec. 11, 1959] 
A CAPITAL BUDGET FOR FEDERAL GOVERN MENT? 
(By Larry Pettit) 


(Editor of this issue of Notebook is Larry Pettit, Lewistown, who recently 
joined Senator Murray’s staff as research assistant. Larry was 1958-59 pres- 
dent of the sutdent body at Montana State University. With this issue we're 
closing the Notebook until Congress reconvenes in January. Merry Christmas.) 

For years Senator Murray and other legislators have felt that some of the 
real and simulated fears of Federal bankruptcy could be eliminated if the 
Federal Government would bring its system of public accounting up to date by 
adopting a capital budget, which is used widely by industrial concerns. There 
are at present two bills before the Senate calling for this reform in Federal 
accounting procedures. In addition, many organizations have adopted resolt- 
tions to this effect, the last being the Mid-West Electric Consumers Association 
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WHAT IS A CAPITAL BUDGET? 


At present the Government operates on a unified budget, whereas the adoption 

‘a capital budget would provide a dual budget system of this type: The first 
of a ¢ P eald show the relation between the current consumptive expenditures 
budget Sead net income. The second, or capital, budget would be a departure 
ane ya system in that it would consider Government expenditures for 
from ee ce as public buildings, dams, reforestation projects, parks, and water 
=, ica for irrigation purposes as investments, rather than consumptive ex- 
mere Therefore the capital budget would show the longtime relation 
pene are income and amortized capital outlays. Private industries do 
Aer expenditures in the form of investments as part of the deficit, but 
‘Government, under its present system, does. The capital budget would 
om viate this and give us a more realistic look at the national debt, while at the 
aah time it would give a new ring to the familiar cliche, “balance the budget.” 


THE CAPITAL BUDGET IN RELATION TO PUBLIC WORKS 


During the last three decades a large part of our public expenditures has been 
for public works of various kinds, many of which are self-liquida ting. Likewise, 
there have been many expenditures for State enterprises that have utilized 
existing human and material resources more fully, and have yielded income 
to the Government. The criticism leveled against these expenditures has come 
from those who think in terms of the antiquated unified budget and thereby 
consider public works expenditures part of the deficit, rather than investments. 
It is important to remember that just as you spend to invest in your own 
business, or to buy stocks and bonds, part of the Federal debt represents a 
capital sum invested in public works. In addition to resource development, it 
should be cbvious now that the New Deal expenditures for recovery, rebabilita- 
tion, sustaining private enterprises about to fail, and in granting aids to the 
unemployed, were investments rather than mere deficit spending. 


WOULD GIVE CLEARER PICTURE OF FINANCIAL CONDITION 


Dr. George Galloway, in his book, “Planning for America,” suggests: “If the 
Treasury Were to separate capital expenditures for public works and the like 
from its current operating expenditures for wages and salaries, and so forth, 
and place the former in a capital budget, as Sweden does, and if it were to 
place more Government functions under the administration of public corpora- 
tions Which have their own balance sheets, then we would have a much clearer 
and reassuring picture of our true fiscal condition and fears of Federal bank- 
ruptey would largely be dispelled.” 

The Budget Bureau has not indicated a willingness to make this change, 
however. On page 947 of the budget for the fiscal year ending June 30, 1960, 
is the explanation: “A capital budget as prepared by some foreign governments 
and some State and local governments usually provides separate financing for 
major capital outlays. In the U.S. Federal budget, however, investments items 
are treated in the same way as expenditures for other purposes; both types 
are included in arriving at the budget surplus or deficit.” 


CURRENT CAPITAL BUDGET LEGISLATION 


Before Senator McClellan’s Government Operations Committee now are two 
bills on this subject: S. 1560 by Senator Humphrey, entitled, “A bill to provide 
for the adoption of a capital budget by the Federal Government ;” and S. 1244 
by Senator Morse, entitled, “A bill to amend the Employment Act of 1946 to 
establish policies with respect to productive capital investments of the Gov- 
ernment.” Sponsors of the two bills are hopeful that Senator McClellan will 
have time to consider their proposed legislation, now that the labor investiga- 
tions have terminated. 





Exnuisit 8 
[From the Congressional Record, Mar. 25, 1959] 
A SENSIBLE AND Honest BupGet 


Mr. Humpnrey. Mr. President, in recent weeks one of the most spirited 
topics of debate and discussion here in Congress has centered on the budget for 
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fiscal 1960. It seems that almost everyone has a decided opinion on the Subject 
Some claim that the administration has presented a balanced budget Others 
argue that it has done no such thing. Some charge that the progr ; 


, : ains being 
pushed in Congress will throw the budget out of balance. Counter arguments 
SUments 


are made that the Congress is in fact cutting back on spending. 

Although statements, charges, and arguments have been flying thick and f. 
I am afraid that the result to date has been only more confusion 
clarification. 

One reason for such confusion concerning the budget—both in the publie 
mind and right here in Congress itself—is the hodgepodge fashion in which the 
Federal budget is presented. Anyone who has examined the budget report 
knows what I mean. It is a formidable physical task in itself just to wade 
through its thousand pages. Sut it is the bewildering fashion in Which the 
budget is reported which really leads to confusion. Unless a person isa certified 
public accountant, it is about as difficult to make sense out of the budget re 
as it is to beat the New York Yankees in a world series. 

To intelligently discuss the Federal budget, it is necessary first of all that # 
be presented in such a form that a reasonably intelligent and dexterous pe 
ean understand it. 

A first step in this direction would be for the Federal Government to adopt a 
capital budget. By this I simply mean that the budget should make a Clear 
distinction between operating expenditures and capital outlays. 

Every businessman is familiar with a capital budget. Each year in additiog 
to preparing a profit and loss statement, a businessman prepares a balance 
sheet which lists on one side his assets and on the other side his liabilities, ry 
clear distinction is made between current operating expenditures, such ag 
salaries, and capital outlays for items such as plants and equipment. I think 
that it is about time, Mr. President, that we put the Federal Government ip jts 
bookkeeping methods on a businesslike basis also. It is about time that the 
Government’s budget clearly distinguish expenditures and investments, 

I have said that if American Telephone & Telegraph Co. maintained a budget 
like that of the Federal Government, we would still be communicating in this 
country by smoke signals. 

The time is long overdue that we lift the fog as to Government spending by 
adopting a modern day capital budget. Today I am introducing a bill whic 
would provide for such a budget. This is not a new proposal. It is a full 10 
years since the first Hoover Commission recommended adoption of a capital 
budget. I quote from the Commission report as follows: 

“There is, at present, constant confusion in Federal budgeting and account. 
ing because current expenditures and capital outlays are intermingled. These 
two types of expenditures are essentially different in character, and should, 
therefore, be shown separately under each major function or activity in the 
budget. * * * 

“We recommend that the budget estimates of all operating departments and 
agencies of the Government should be divided into two primary categories—cu- 
rent operating expenditures and capital outlays.” 

Since this recommendation by the Hoover Commission in 1949, several bills 
have been introduced directing the President to include a capital budget in the 
budget report. I have introduced such bills myself, as has the distinguished 
senior Senator from Oregon (Mr. Morse) and others. 

I am pleased to note that the Joint Economic Committee in its recent report 
for 1959 suggests that the Federal Government adopt a capital budget. The 
report states: 
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“We should also realize that a considerable amount of our national expendi 
tures in any given year is for direct and indirect capital investments. In the 
Federal Government, unlike the sound accounting practices of private business, 
these are charged to operating expenses. Apparent deficits are, therefore, fre 
quently not deficits at all. The adoption of sound budget principles whic 
would separate capital outlays from operating charges is badly needed.” 

Yes, Mr. President, the adoption of sound budget principles is indeed badly 
needed It is time that the Federal! budget clearly distinguish between current 
operating expenses of the Government and capital outlays of the Government 
which contribute to the Nation’s wealth and which in many cases are reimbursed 
in full with interest. 

The only way by which the average intelligent Member of Congress or any 
other American can really make sense out of the Federal budget will be to in- 
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that those items which truly represent current expenditures are separated 
— arly from items which genuinely represent investments upon which 
- ees be either returns in principal and interest, or else productive public 
adertakings which represent real and potential income to the American public. 

There is no sense in continuing to lump expenditures for old-age assistance, 
for example, which is a true current expenditure, with investments in FHA 
home mortgages, Or loans to farmers and small businessmen, which are heavily 
secured with collateral. it is time that we stopped lumping expenditures for 
paperclips with investments in public pow er projects. ; 

A good example of this confusion is the reports on the area redevelopment 
pill which we passed on Monday of this week. One of the Nation's leading 
papers, in a front-page story headed “Senate Approves $389 Million in Aid to 
Jobless Areas,” stated: “ rhe Senate vote was a jolt to the administration’s plan 
for a budget balanced at about $77 billion. ! ; 

Now I am noi blaming this fine newspaper for such a report, misleading as it 
is. Under our archaic budget reporting system the story is understandable. 
If we had an up-to-date capital budget system, however, the public would not 
have been left with the false impression that this bill was costing the taxpayers 
989 million. ‘The public would have been correctly informed that $300 million 
of this $389 million figure is in loans to be repaid to the Government in full 
with interest. Surely a distinction should be made between such loan programs 
and expenditures for current operations of the Government or for grants which 
must come out of tax revenue. 

When a company makes a loan, this is considered an investment. It is not 
put down as an operating expenditure. When the Government makes loans, 
however, such as through the Small business Administration, the Development 
Loan Fund, and the Rural Electrification Administration, such investments are 
lumped together with current operating expenditures of the Government. No 
distinction is made. ‘This is not only bad bookkeeping, but it is also misleading 
the citizenry. 

Last year in the emergency housing bill we authorized the Federal National 
Mortgage Association to use $1 billion with which to purchase home mortgages. 
Immediately the cry was raised that the Congress was spending a billion dollars. 
No mention was made of the fact that the Government was gaining a billion 
dollars in assets or that this billion dollars would be paid in full with interest. 
No, as far as the public knew, from newspaper reports and the charges of 
reckless spending, the Congress had simply spent a billion dollars for which 
there was nothing to show and which the taxpayers would have to pay. This, of 
course, is simply not the case. <A capital budget would have shown in a true 
light that the Government in this case invested $1 billion, and gained $1 billion 
in assets. 

A capital budget is based by business firms and by most all of our first-class 
cities and many States. It should also be noted that many countries such as 
England and Sweden use a capital budget. In these countries current operating 
expenses of the government and odatlays for military equipment and relief 
measures are kept distinct and separate from capital outlays. Capital outlays, 
in turn, are broken down into two parts: First, outlays for nonrevenue produc- 
ing public works such as public buildings, parks and monuments, and second 
outlays which are revenue producing such as loan programs and power works 
projects. 

The budget in these countries is considered balanced when tax revenues are 
sufficient to cover all regular operating expenses, interest payments on the pub- 
lie debt, and amortization of nonrevenue producing capital outlays. Self-liqui- 
dating capital outlays are excluded from the regular budget 

The U.S. News & World Report in an article in its January 16 issue entitled 
“U.S. Budget: How To Turn a Deficit Into a Surplus,” estimates that with a 
capital budget we would have a surplus of $9 billion in fiscal 1960. 

This is not to say that by simply juggling the account books we would there- 
by save $9 billion next year. The Government would be spending the same 
amount under the present budget system as under a capital budget accounting 
system, and revenues would be the same- But what a capital budget would ad 
is give us a more realistic appraisal of Government spending and investments 
and we would net be lumping outright spending with revenue producing invest- 
ments, 

If adoption of a capital budget did nothing else, I am confident that it would 
at least help to dismiss the erroneous impression that Government expenditures, 
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unlike those of private firms, and regardless of their purpose, offer 
nent achievements. 

We have been lulled and propagandized into believing that there js 
something wrong and unproductive about Government spending. 

When one of our great American corporations announces that it is expand} 
its capitalization and operating capacity through issuance of securities 
consider it an example of forwardlooking business practice, but if the Fea 
yovernment announces a new program of investment in small busine 
or in public works, the inevitable cry goes up of “spending.” 

I believe that in discussing Government spending we could do with legs slo. 
gans and less name calling and engage instead in a little more rationa) Cisens. 
sion of fiscal matters. Adoption of a capital budget would, at least, be a step 
in this direction. 

In conclusion, Mr. President, may I say that I hope this Congress wij] seri. 
ously consider adopting a capital budget. It was needed 10 years ago whey 
recommended in the first Hoover Commission report. The need is greater today 

I ask unanimous consent that the article on the capital budget to which ] have 
made reference, from U.S. News & World Report, be inserted at this point jy 
the Record. 
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ExuiBit {) 
{From the Congressional Record, Mar. 25, 1959] 
“U.S. Bupcer: How To Turn a Dericrr INTO A SurpPius 


“Now there’s a new angle on how to rescue the Federal budget: Just chang 
the bookkeeping. 

“One plan: Omit Federal corporations from the budget. Another: Set upa 
separate budget for loans and capital outlays. 

“These ideas, urged by some, still draw objections from many. 

“This thought is dawning on some Members of Congress who have ideas for 
new programs that cost money: Maybe the Government s finances are not in such 
bad shape after all. 

“Back of that thought are two ideas. One is the Government might re 
turn to the method of accounting used before 1947. Second is the idea that this 
country might follow budget practices of Great Britain, many other countries, and 
some of the States. 

“Idea No. 1. The first thought calls for separating financing and operating costs 
of Government corporations from the operating budget. This method of account 


ing was followed until 1947. Under it, loans made by the Export-Import Bank, | 


for example, or the Small Business Administration, or mortgages purchased by 
the Federal National Mortgage Association would be treated as assets, not as 
current spending. 

“Apply idea No. 1 to President Eisenhower’s budget for the 1960 fiscal year, 
and what now is projected as a budget exactly in balance would become a budget 
with about a $6 billion surplus. The budget, in other words would be better than 
balanced. Assets under this type of budget accounting would become e- 
penditures only if sold at a loss. 

“That type of accounting was changed in 1947 because Congress wanted to 
get a firmer hold on finances of Government corporations, particularly the Recor- 
struction Finance Corporation, which was then making vast loans to all kinds 
of enterprises. 

“Idea No. 2. A second idea calls for setting up a separate capital budget. A 
form of this type of budget is used in Great Britain, where financial methods are 
regarded as conservative. In Britain there are two budgets, referred to as ‘the 
budget above the line’ and ‘the budget below the line.’ Operationg expenses of the 
Government, generally speaking, are above the line and the goal is to balance 
those expenses with revenue. Capital expenditures of Government in many 
categories are carried below the line and are not necessarily balanced in any one 
year. 

“Apply a rough approximation of the British budget practice to the U.S. budget 
and you would have a surplus of about $9 billion in the operating budget for the 
1960 fiscal year. 

“The two ideas, being eyed by some in Congress, suggest that there is more 
than one way to make a budget that is balanced. 
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“ARE LOANS EXPENSES? 


«ggme Members of Congress note this: If the Government buys a mortgage 
oo s finance construction of a house, the cost of the mortgage is listed as 

that Be t expenditure. If an individual or a bank buys a mortgage, it is listed 
oe arnins asset. In one case the money is treated as being spent, in the 
om case the money is invested. ied 
oe ich the same is true of the billions that go to farmers as price-support loans. 
whee these loans are taken over by the Commodity Credit Corporation, they 
are reported as Government expenditures. Actually, some portions of these loans 
ee rn to the Government when the crops are sold. The returns then are reported 
peor to CCC. Supporters of a capital budget propose to separate crop loans 
from the operating budget. 48 ' per: 

“The separation also would apply to activities of the Federal National Mort- 
gage Association, the ixport-Import Bank, the Development Loan Fund, the 
gmall Business Administration, the Rural Electrification Administration, and 
other Government agencies engaged in lending. The capital budget also would 
include Government outlays for dams and irrigation projects, atomic-energy in- 
tallations, and perhaps Government buildings. 

“With these expenses reported in a separate budget, the day-to-day costs of 
operating the Government would drop sharply and the operating budget would 


produce a surplus. 
“THE OPPOSING VIEW 


“Those Congressmen who look with favor on a double budget, however, are sure 
to run into stiff opposition. Powerful groups in House and Senate believe that 
Congress even now does not have enough control over Government spending, 
fear that a capital budget would weaken that control still more. 

“Main objections to a capital budget are these: 

“However you account for money invested in assets, the fact remains that 
money flows out of the Treasury. It’s preferable to treat this outflow as a 
current expenditure because the money actually is spent. 

“The tendency under a capital budget will be to borrow money to finance such 
things ‘as public works and foreign loans. This tendency, in the opinion of those 
who oppose a capital budget, would add further to debt problems that already 
are troublesome enough. 

“Capital spending may be overemphasized because of pressures from various 
groups and areas for special benefits, such as river developments and urban-re- 
newal projects. Opponents of a capital budget point out that these pressures 
would increase if the cost of a project were not reported as a current outlay. 

“Finally, a capital budget is said by critics to mislead officials and the public 
about the real state of Government spending. As a result, they argue that ex- 
cessive spending may be encouraged and taxes too often reduced below adequate 
levels. This practice would be dangerous in times of inflation. 


“PROPONENTS REBUTTAL 


“Supporters of a capital budget begin where the critics leave off. They make 
these arguments : 

“The true costs of Government are distorted by the budget as now reported. 
Government spending for such things as the Tennessee Valley Authority or the 
rural electrification program should be separated from the operating costs of 
Government. Projects such as these eventually produce revenue. 

“The budget that should be balanced is the budget that covers only the present 
and continuing costs of operating the Government. 

“Borrowing for such things as public housing or developing the Colorado 
River is held to be financially sound because the Government gets assets for the 
money spent. However, critics point out that some assets are not earning 
assets. Their amortization would appear as spending in the operating budget. 

“Since Government spending for public improvements is not a waste but a pur- 
chase of assets, proponents say, a capital budget gives the public a clearer picture 
of what the Government is doing to add to productive eapacity. 

“It is at this point that critics of a capital budget take sharp issue. They 
contend that spending by the Government already is ruinously high, that adop- 
tion of a capital budget would simply tend to encourage reckless spending. 
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“CASES IN POINT 


“However, Congressmen who look with sympathy on a new type of budge 
can cite some present practices to bolster their arguments. “a 
“The Federal highway program is carried on outside the regular budget 
Money for new superhighways comes out of a separate fund and does now 
appear in the ordinary spending accounts of the Treasury. At the same time 
the funds to support that spending also are treated separately. Receipts from 
gasoline taxes and some other levies are earmarked for the highway fund, 

“The Government's huge social security system, covering millions of people 
for old-age pensions and State unemployment insurance, also is outside the 
budget. Money for these programs, raised through payroll taxes, is placed jn 
a special trust fund administered by the Treasury but not regarded ag q part 
of ordinary Government revenues. Payments to pensioners or the unemployed 
under State programs are not reported as budget outlays. ; 

‘Both the highway program and the social security program have their own 
financial bases, and supporters of a capital budget argue that there is no reason 
why the same system could not apply to other programs. Power dams and 
rural-electrification projects, for example, might be financed through revenues 
to be received in the future. 

“In any event, many Congressmen, favoring projects that carry rather high 
price tags, are willing to take a new look at the way the Government accounts 
for its income and outgo.” 

Mr. HumpuHeey. I also ask unanimous consent that the text of the bill whig 
I have introduced be printed in the Record as a part of my remarks. 

The Presipine OFrricer. The bill will be received and appropriately referred: 
and, without objection, the bill will be printed in the Record. 

The bill (S. 1560) to provide for the adoption of a capital budget by the 
Iederal Government, introduced by Mr. Humphrey, was received, read twice 
by its title, referred to the Committee on Government Operations, and ordered 
to be printed in the Record, as follows: 

“Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, 

“Section 1. This Act may be cited as the ‘Capital Budget Act of 1959,’ 

“Sec. 2. In transmitting to Congress the estimates called for in section 201 
of the Budget and Accounting Act, 1921, as amended, the President shall sep 
arate operating expenditures from capital expenditures, using such definitions 
and such detail as he deems appropriate.” 

Mr. Morse. Mr. President, the comments which the Senator from Minnesota 
has made are music to my ears. I am sure that the Senator is aware of the 
fact that I have a capital budget bill pending. I have made three speeches 
thus far in this session in support of a capital budget. I am delighted to have 
the Senator from Minnesota join me. I wonder whether he would give con- 
sideration to the text of my bill and look over his bill, and see whether we 
liberals can get together for a change and join forces on such a bill. Perhaps 
the Senator might find it to our mutual advantage to become a cosponsor of 
my bill; or, on the other hand, I might become a cosponsor of his bill. After 
all, it is the objective we have in mind which is important. 

I have been somewhat jocular in my remarks up to this point. Seriously 
now I wish to say that I am delighted with the statement the Senator from 
Minnesota has made about the desirability of a capital budget. 

It is probably a good thing to have both bills pending. It ought to give 
double emphasis to the proposal. The committee can compare the phraseology 
of each bill and decide which one it should consider and recommend, or modify 
both of them, or consolidate them into one bill. The important thing is that 
the Senator from Minnesota has added his great influence to the objective of 
setting up a capital budget, which, after all, is the goal we have in mind. 
1 thank the Senator very much for his comments. 

Mr. Humpnrey. I say most respectfully that I knew the Senator had ad- 
dressed himself to a capital budget proposal. I did not know, however, that 
he had introduced a bill. I have introduced bills similar to the one introduced 
today in every Congress for 10 years. I shall continue to do so until some kind 
of capital budget proposal is adopted. 

I first introduced my bill in April 1949. Since we will not be in session the 
early part of April 1959, I thought that I Should introduce it in the latter 
part of March 1959. I shall be more than happy to look at the Senator's bill. 
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; what I have gathered from listening to his speeches, I take it that his 
oie not only a capital budget bill but also includes what might be called a 
evelopment budget. 
Mr. Morse. That is eorrect, . i 
Mr. HumpHrey. That goes a little further than the proposal I have offered. 
x. that as it may, I am delighted to become an advocate of the Morse-Humphrey 
Be pudget bill. All I can say is that if Congress does not want to take 
Se I hope it will take the advice of the Senator from Oregon, because 
= 5 nator’s advice on this subject is sound and constructive. 
- oe a capital budget, plus a developmental budget, is very much to the 
1 and very much to be desired and would do a great deal to relieve many 

wire problems we have been confronted with this afternoon, namely those in 
connection with unemployment. wii 

I shall look at the Senator's bill. Perhaps after the recess we can Join in 
the introduction of a new bill; or I can associate myself with the Senator from 
Oregon, and we can push together, working in harness toward the adoption of 
a All we are asking is that the Government follow the advice of 
outstanding industrialists and business leaders. That is all we are presenting 
to the Senate in our bills and in the speeches in support of the bills. That 
has been the purpose of the recommendations since 1947 when I first introduced 
a capital budget bill in the Senate. That has been the advice of the outstanding 
industrial leaders of the Nation. 


ExHIsIT 10 
[From the Congressional Record, June 16, 1959] 
CAPITAL BUDGETING 


Extension of remarks of Hon. Richard L. Neuberger, of Oregon, in the Senate 
of the United States, Tuesday, June 16, 1959 


Mr. Nevgercer. Mr. President, in the June 12, 1959, issue of the Portland 
Oregonian, there appeared an excellent editorial entitled “Capital Budgeting.” 

The editorial points out the illogic of including in computation of the national 
debt sums representing self-liquidating projects which are really investments. 
Adoption of a capital budget, it points out, would give some meaning to talk 
about balancing the budget. 

Iam happy to be a cosponsor of 8. 1244, introduced on March 2, 1959, by my 
colleague from Oregon, which would establish a capital budget. I am also 
pleased to join today in cosponsoring a bill which would recognize this principle 
in connection with current consideration of the national debt ceiling. This pro- 
posal is a sensible and desirable reform. 

I ask unanimous consent that the Oregonian editorial to which I referred be 
printed in the Appendix of the Record: 

There being no objection, the editorial was ordered to be printed in the Record, 
as follows: 

“CAPITAL BUDGETING 


“The U.S. Treasury wants more flexibility in the matter of interest rates for 
bonds to compete successfully with private issues. The President’s message to 
Congress Monday asked elimination of the 3.26 percent interest rate limit on 
savings bonds and the 414 percent interest rate ceiling on new issues of Treasury 
bonds, plus increases in the temporary limit of the public debt from $288 billion 
to $295 billion and the regular limit from $283 billion to $288 billion. 

“The Treasury is in trouble in its bond offerings and the President said the 
public debt must be managed so as to safeguard the public credit. 

“At the same time, the President raised his January estimate of the interest 
cost of the national debt from $8 billion for fiscal 1960 to $8% billion, due to 
increased interest rates on Federal borrowing. 

“The requested increases in the temporary and permanent debt ceilings again 
raise the question of why the administration and Congress persistently have 
declined to adopt capital budgeting. This would not reduce the total debt, nor 
the interest costs. But it would, at least, separate self-liquidating projects, 
which are really investments, from wholly tax-supported expenditures, like those 


for national defense. It would give some meaning to talk about balancing the 
budget. 
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“Senator Wayne L. Morse, Democrat, of Oregon, has had bills for capita) p 
ing since 1947 and the idea has been advanced by others. This newspa 


udget. 


: : : r 
favored the idea for a long time, one reason being to get the Federal oak has 


; : : T 
gram out from under the shadow of such misleading national advertising a 


of the private utilities: e.g., ‘How Public Power Adds to Your Tax Dalle 
(Time magazine, June 1). 

“Under my bill,’ says Senator Morse, ‘there would appear along with the 
present budget figures, a breakdown showing which outlays are reimbursable 
that is, which are self-liquidating and tax-producing. These would include 
mortgages, direct loans that are to be repaid, the dams that repay themselves 
from power revenues, forest access roads that make possible increased sales of 
timber from Federal forests, and similar capital or wealth-producing inyeg, 
ments. * * * If a capital investment increases the Nation’s productive wealth 
by adding to our assets, then it makes no sense to carry that asset as a liability 
on the operating side of the Federal budget. Such assets are as good as money 
in the bank, and really are offsets against an equal amount of national debt’ — 

“It should be noted, in this respect, that the bill recently introduced by Senator 
Richard L. Neuberger, Democrat, of Oregon, to provide revenue bond financing 
for additions to the Columbia River power system specifically exempts these 
bonds from the national debt. This is a primary and sensible first step towarg 
capital budgeting for the Federal Government.” 


EXHIBIT 11 
{From the Congressional Record, Apr. 15, 1959] 
INTEGRITY IN BUDGETING 


Mr. Morse. Mr. President, every Federal and State regulatory body in its 
scrutiny of private utility operating statements and balance sheets is concerned 
about the integrity of the accounts. 

With eagle eye practice from years of experience, the accounting sleuths of 
the utility commissions conduct a search along the boundary line between capital 
investments and operating expenditures. 

The Federal Power Commission raised its collective eyebrows, for example, 
when a recent investigation of private utility expenditures for full-page national 
magazine advertisements disclosed that one electric company was capitalizing 
the cost of the advertisement and thereby making that cost a part of its rate base 
on which it then claimed a “fair” rate of return in perpetuity. 

The more common line of demarcation comes down to such day-to-day ques- 
tions as accounting for the price of an insulator on a utility pole. When first 
installed, an insulator is capitalized. But a replacement is considered operating 
or maintenance expense. 

The strict observance of this line of demarcation results in an accounting 
structure that has integrity. The investor is thus given assurance that the 
-apital structure is not full of water. 

On the other hand, the Internal Revenue Service wants to be assured that the 
operating statement of a manufacturing company does not include capital items 
as tax deductions in the guise of operating expense. 

With all this concern over accounting and budgeting integrity in the private 
enterprise sector of the economy, it is increasingly a matter of great concern to 
me that the entire concept of the Federal budget lacks the very integrity which 
we so vigorously impose on private business. 

The businessman every day must make decisions on whether to buy a building 
or rent, whether to buy a machine or employ more people. The city manager 
must decide whether to have the police patrol on foot or in cars. These decisions 
involve the distinction between capital investments and operating expenditures. 
The integrity of management decisions depends on the distinction. 

The proposal for a capital budget for the Federal Government pertains to the 
managerial and accounting integrity of the Federal establishments, It applies 
a fundamental business principle to public business. 

This is much more than a matter of practicing what we preach or what is 
good for the goose is good for the gander. 

Integrity, as thousands of businessmen have learned to their sorrow, is much 
more than, and can be quite different from, honesty. Many an honest business 
has gone sour because of poor bookkeeping. 
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proposal for a capital budget points the way to a higher integrity of 
tive procedure. It is like adding a fourth dimension, the limension 


The 


tra : : 
arene time concepts, to our three-dimension space world. 
0 


The capital budget makes it possible to distinguish the short-range view of 
1 year operating expense from the long-range view of the capital invest- 

er hat is wealth producing and may last for centuries. 
~~ cpemenhy much more than individuals and corporations, must be able to 
ree long-range point of view. The capital budget is the tool for looking 
ahead, for raising our sights to take into account the needs of generations to 


er ee farmer makes decisions as between “a quick buck” or the long-range 
husbanding and conservation of his land. In the latter case, he practices the 
integrity of thinking that is the essence of the capital budget. When he practices 
capital budgeting, he is being a good steward, the trustee who will turn over 
to his son a better farm. : , y { ‘ , 

The Federal Government will gain in stature and in publie respect as it dem- 
onstrates not by words and preaching but by action and deeds that it serves 
in the role of the good steward, looking after the needs of generations to come. 

The Government must take the point of view of the long term, as well as the 
short term. It must provide the leadership for the long-range point of view. 
It must hold out its spear to distinguish between the temporary current operat- 
ing expenditures and the long-range capital investments. 

These are some of the reasons why I think the capital budget, as provided 
in my bill, S. 1244, will point the way to a higher integrity of public adminis- 
tration. The adoption of the capital budget should help us all, both in and out 
of government, to raise our sights and give greater weight to the long-range 
point of view. ' , 

I ask unanimous consent to have printed in the Record as a part of my re- 
marks a column by A. Robert Smith, which was published in the Eugene, Oreg., 
Register-Guard on April 6, 1959, on the subject of the Morse and Humphrey 
capital budget bills. 

There being no objection, the column was ordered to be printed in the Record, 
as follows: 

Exuripir 12 


{From the Congressional Record, Apr. 15, 1959] 
“Morse, HumMpureY Birts Wourp Atrrer U.S. BUDGETING 
“(By A. Robert Smith) 


“WASHINGTON.—With the battle of the budget continuing to loom as the funda- 
mental political factor between President Eisenhower and the Democrats in 
Congress on such issues as Federal airport aid, a housing bill, school construe- 
tion aid, and other so-called spending bills, increased attention is being focused 
on proposals to have the Government distinguish between its investments and 
its spending. 

“During the past month, Senator Wayne Morse, Democrat, of Oregon, and 
Senator Hubert Humphrey, Democrat, of Minnesota, introduced different bills 
with a similar purpose of creating a capital budget that would list those projects 
on which the Federal Government can expect to realize a tangible return. Sen- 
ator Bob Bartlett, Democrat, of Alaska, and William Proxmire, Democrat, of 
Wisconsin, are cosponsors of Morse’s bill. Representative Al Ullman, Democrat, 
of Oregon, is sponsoring it in the House. 


““MORE PROGRAMS 


“The political attraction of the capital budget idea is that it would make 
it possible for the Government to undertake more programs involving Federal 
financial assistance without unbalancing the regular spending budget. It would 
offer a means, in a word, for both the economizers and the spenders to achieve 
a political victory in the battle of the budget. 

“The capital budget idea has won some impressive endorsements that are 
nonpolitical, however. It was recommended by the Hoover Commission on Gov- 
ernment Reorganization. And by Committee for Economic Development, com- 
posed of business and industrial leaders. Also the Congressional Joint Economic 
Committee headed by Senator Paul Douglas, Democrat, of Illinois. 
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“Under the Morse bill, the President would be asked to separate fro 
list of usual nonreimbursable expenditures in the annual budget 
which met both of two tests: that they represent a useful economic life of More 
than 10 years; and that they be revenue-producing or self-liquidating in nature 
All of these items would go into the separate budget as capital investments — 

“ ‘Mortgage loans, such as REA and FHA loans, are included in Productive 
capital investments, because they meet both tests,’ Morse explained. “The net. 
work of Federal corporations and similar activities, such as Bonneville Power 
Administration, should be treated as productive capital investments, 

“*Flood control dams would not meet the test of revenue producing, Irriga. 
tion investment would not meet the test of interest repayment. Farm erop 
mortgages would not meet the test of revenue nor the test of 10 years’ life. Thus 
none of these capital investments would qualify as productive capital invest. 
ments as here defined,’ Morse added. 

“Morse said he made the definition of a capital investment intentionally 
severe. Otherwise, all sorts of spending programs could be lumped into this 
capital budget to evade the problem of balancing the regular spending budget, 


™ his 
all those items 


“NEW LIGHT ON DEBT 


“A capital budget would also put a new light on the national debt by dis 
tinguishing between what Morse called live weight debt and deadweight deh 

“‘*An identification of the presently existing productive captial investment 
of the Federal Government, such as FHA, REA, and other gilt-edge loans, ang 
the net worth of Government corporations and such long-range revenue-producing 
assets as hydroelectric facilities, the Alaska Railroad, the St. Lawrence Seaway, 
and many others,’ Morse declared, ‘would reduce the public debt to a much 
more meaningful figure.’ 

“Senator Humphrey said ‘Every businessman is familiar with a capital budge 
because businesses prepare balance sheets which list assets on one side and 
liabilities on the other. He said it is time we put the Federal Government jy 
its bookkeeping methods on a businesslike basis also. 

““Tf American Telephone & Telegraph Co. maintained a budget like that of 
the Federal Government, we would still be communicating in this country by 
smoke signals,’ Humphrey contended. ‘It is time we stopped lumping expendi- 
tures for paperclips with investments in public power projects.’ 

“Humphrey recalled that last year Congress had an emergency housing bill 
which authorized a Federal agency to use an extra $1 billion to buy home 
mortgages. 

“BILLION IN ASSETS 


ee 


Immediately the cry was raised that the Congress was spending a billion 
dollars,’ he recalled. ‘No mention was made of the fact that the Government was 
gaining a billion dollars in assets or that this billion dollars would be paid in 
full with interest. No, as far as the public knew, from newspaper reports and 
the charges of reckless spending, the Congress had simply spent a billion dollars 
for which there was nothing to show and which the taxpayers would have to 
pay. This, of course, is simply not the case. A capital budget would have 
shown in a true light that the Government in this case invested $1 billion, and 
gained $1 billion in assets.’ 

“U.8. ASSETS 


“In the context of the perspective these Senators are trying to establish for 
viewing Government fiscal policy, the House Government Operations Committee 
earlier this year tabulated the real property and personal property assets of the 
Federal Government. The remaining public domain, including mineral re 
sources, for example, was valued at $14 billion. The committee concluded: 

“*This Federal property inventory report records, as of June 30, 1958, Federal 
real and personal assets as being over $262 billion. It is interesting to observe, 
in this connection, that the size of the national debt, as of June 30, 1958, was 
reported as being over $276 billion.’ ” 
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Exuisit 13 
[From the Congressional Record, Mar. 22, 1957] 
A CAPITAL BUDGET FOR THE FEDERAL GOVERN MENT 


psion of remarks of Hon. Wayne Morse, of Oregon, in the Senate of the 
United States, Friday, March 22, 1957 


Exte 


Mr. MORSE. Mr. President, on last Monday, March 4, the senior Senator from 
Illinois (Mr. Douglas) addressed the National Rural Electric Cooperative As- 
sociation in Chicago on the subject of a capital budget for the Federal Govern- 
aaa In this speech the Senator outlined the basic defects in our present 
vedgeting system, namely, that it does not present a true picture of the assets 
and liabilities of the American people as a whole, and that it fails to provide 
a yardstick whereby the financial wisdom of governmental expenditures for 
capital projects can be measured. 

| ask that the address by this great economist who sits among among us be 
printed in the Appendix of the Record, so that his analysis ot Federal budgeting 
may be read and studied. It deserves thoughtful consideration from students, 
from those in business, and from those in public service who recognize that the 
American people lack a basis for evaluating the investment uses of their tax 
dollars. : . ; ; : 

It discusses a subject which cries out for reform in our Federal budgetary 
bookkeeping system. For several years I have urged the adoption of a capital 
pudget for the Federal Government, and I shall introduce legislation to accom- 
plish it just as soon as I can complete my research and drafting work on it. 

The PRESIDENT pro tempore. Is there objection to the unanimous-consent 
request ? : 

There being no objection, the address was ordered to be printed in the Record, 
as follows: 

“A CAPITAL BUDGET FOR THE FEDERAL GOVERN MENT 


“(Speech by Senator Paul H. Douglas before National Rural Electric Coopera- 
tive Association, the Coliseum, Chicago, March 4, 1957) 


“It gives me great joy to see you all here this afternoon and to be given the 
honor of speaking to you. I literally marvel at the progress made in rural elec- 
trification during this last quarter-century. 

“Twenty-six years ago, I was an adviser to a progressive Governor of Penn- 
sylvania, Gifford Pinchot. One of my dearest friends, Morris L. Cooke, was also 
working with Governor Pinchot, and the two were developing plans for a net- 
work of electrical transmission lines through the rural areas of Pennsylvania 
with the distribution to be handled by farmer cooperatives. This idea was 
ridiculed by many and bitterly opposed by the private utilities. It was said 
there would be no demand for the power on the farms and that it would there- 
fore be a white elephant. The utilities said that if it would pay, they would 
have done it before, and that the effort to inject the government and the co- 
operatives into the field was un-American socialism of the worst order. 

“These forces were too strong for Gifford Pinchot to overcome in Pennsyl- 
vania. But a new national administration took office in 1933 which believed 
in vigorous action to deal with the depression and which was receptive to new 
ideas. I was glad to play a modest part in getting Morris Cooke together with 
ny fellow Chicagoan, Harold Ickes, who had just been made Administrator of 
Public Works. They began experiments with rural electrification on the co- 
operative principle with the Government making loans and furnishing technical 
assistance, but with the cooperatives doing the local operation and paying the 
loan back with interest out of the income from the service. 

“Out of this grew the Rural Electrification Administration, and out of that 
and the Government loans came the local co-ops and your great organization. 
I feel, therefore, like a midwife’s helper who sees the child he helped to bring 
into the world reach sturdy, honorable, and respected manhood. I have, there- 
fore, always been a believer in the REA, and in recent years it has been a deep 
source of satisfaction to support its principles and to help it develop by voice 
and vote on the floor of the Senate. 

“For a quarter of a century we have had to face the opposition of the private 
utilities. At first, this was open and violent. Today, it is more concealed and 
subtle. One of the arguments which their high-powered public relations experts 
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use upon an unwary public is that expenditures for the REA are Wastef 


that we get nothing back from them and that such outlays, as well as yir 
all Government expenditures, are money and resources down the drain. 
“Today, I would like to talk to you about a capital budget for the p 
yovernment. This phrase, capital budget, might sound quite formidap 
it is aetually simple. You all use this concept in your busine 


tually 


ederg} 


le, but 
sS—farmers, 


operatives and the entire private sector of the economy. A cooperatiye tor 
, 


example, when it receives a loan from the Rural Electrification 


Administratio, 


to build a generation and transmission system makes two entries in its ae 
counts. One is a liability for the loan, and another an asset showing that this 
generation and transmission system is worth so many millions of dollars, The 
same is true for the farmer when he borrows money to build a new barp to 
plant a crop, or to replenish his breeding stock, and the same is true for your 
National Association when it borrowed money from you, the member systen, 


to build its new building. 


“A corporation does the same thing; it too operates on a capital budget, } 
always reports, as you know, in addition to a profit and loss statement, a bg). 
ance sheet at the end of the year showing the financial condition, growth or 


stagnation, profit or loss of the organization. 
one side the assets of the corporation, and on 


This balance sheet shows on the 
the other side the liabilities, FY 


private utility, for example, when it increases its electric plant in service by, 
million dollars, an asset, it balances this item on the liability side of the ledge 


by an item of $1 million for mortgage debt. 


If in a given year a corporation 


adds a million or a hundred million to its debt (liabilities) it adds and equal 
amount to its asset and the change is heralded and greeted as ‘good manage 


ment,’ and ‘progress.’ 


“Farmers, cooperatives, and private business therefore use the concept of, 
capital budget. They distinguish between operating expenses and investment 


Investment is not an operating expense. But 
“The Federal Government has no balance 
common stockholders, the people, try to look 


not so the Federal Government 
sheet. When the Governments 
at expenditures for government 


operations this is what you see. Liabilities amount to the total amount of th 


Federal debt—about $275 billion and assets equal to zero. If, in a given year 


the Federal Government goes into debt for a 


billion dollars there is no cry of 


‘good management’—but cries of ‘waste, inflation, bureaucracy, and pork barra 


politics.’ 


“This attitude of the people toward Federal expenditures and the debt js 
inevitable as long as John Citizen, seeking to find the facts, has to pick upa 
5- and 10-pound budget report every year in order to figure out what the Federal 
Government is doing. And even if he has enough time and _ aspirin to get 
through the monumental tome, he may still not know the facts because much 
of the verbiage and the accounting gymnastics contained in these volumes are 
purposefully obscurred so that even we, the Congress, cannot figure our pre 
cisely what is going on in the Federal Government. 


“On the other hand, this attitude of Citizen 


Taxpayer is unsound because he 


does not insist that the Federal Government keep books that make sense. 


“We have been lulled and propagandized 


into believing that Government 


expenditures are like a Christmas tree—it looks good for a week or two, but 
then you have to throw it out. In other words, Federal expenditures offer no 
permanent achievements. It has been pounded into us that a good government 


spends no more than it takes in—regardless 
deficit expenditures. 
“Now what does all this mean in terms 


of the purpose of the proposed 


of the problems of your rural 


electric cooperatives and the related Federal-power program ? 

“Let us sweep aside some propaganda and take a look at the facts. But 
first let me reiterate one important fact. Money borrowed or saved and used 
for investment purposes by any sector of the economy except the Federal Gov- 
ernment, whether it be to build a new plant, buy a tractor or build a bam 


shows up in the accounts as an expenditure, 


but it is balanced on the books 


by the net worth of the land, building, or equipment. If this were not so every 


business in the country, your farm, cooperative, would always be shown 00 | 


operate in the red, technically bankrupt at all times. But this is not the way 
we keep the accounts for the Federal Government. For the Federal Govern 
met, an expenditure is an expenditure whether it lends money for a public 
housing project, a hospital, or it gives money to the military to purchase oyster 


forks for the Navy. 


“Now let us go back to what a capital budget for the Federal Government | 


would mean to the rural-electriec cooperatives. 


As in the example cited above, 


with 


coul 
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Vastefy, when the Federal Government lends money to the rural-electric system, the 
virtually  joaned money is repayable with interest and secured by a mortgage on the 
system, the loan shows up in the budget as an expenditure just like the money 
Federg) ased to purchase oyster forks. Operating under this outmoded accounting 
ible, but system, the meds. has only expenses and no assets—an absurd situation 
: to fact. 
tie at ey abextd: because it puts the Federal Government in the position of having 
istration spent upward of $3 billion for Federal power facilities, with no corresponding 
n itsae | gotation made of the fact that these facilities at the same time that they repre- 
that this gent expenditures also represent investments. 
TS. The ' #3ych practices create a false impression in the minds of all people. The 
barn, | ells Canyon project fight is a good case in point. You and I know that if 
for yor | the high Hells Canyon Dam were built by the Federal Government most of the 
Systems cost would be repaid, with interest, and the project would be owned by the 
, people of the United States. You will recall that the private utilities propa- 
dget. It ganda against this project took, in part, the form of a full page and showed 
it, a bal. how much money this project would cost the taxpayers if developed by the 
rowth or = Federal Government. Much of the confusion emanating from this controversy 
’S On the would have been eliminated if the Federal Government had in force a capital 
ities. 4 | pudget system of accounting. : 
vice by 3 “With a capital budget everyone would have known that the expenditures 
he ledger of the Federal construction of a high Hells Canyon Dam would be reimbursed 
‘poratin with interest. The rug would have been pulled from under the propagandist 
nd equal who argued that this project would be paid for by the taxpayers instead of 
manage by those who purchase the power output. The basic arguments advanced by 
the utilities in this and all similar fights would be far less influential if we 
‘ept ofa  eould get a Federal capital budget in operation. It would then be possible 
stents for Congress and citizens to see that it is not more economical to give away 
ernment, their power sites and atomic resources than to invest public funds in their 
rhments development. 
vernment “Tet’s switch our attention for a moment to look at the effect a Federal cap- 
nt of the ital budget might have directly on the rural electric cooperatives. Under the 
ven year existing method of keeping Federal books, when REA, NRECA, and members 
10 ery of of your rural electric cooperatives go to the Congress requesting loan funds, 
rk barrel which are really investment funds repayable with interest, they encounter 
opposition not to ‘investment’ but to expenditures. When the Bureau of the 
> debt is Budget considers the request of the REA Administrator for a new year’s loan 
ick up a budget, the Administrator, in the eyes of the public, is placed in the position 
> Federal of asking for ‘expenditure’ funds (like for our oyster forks), rather than 
in to get investment funds. This situation is unrealistic, a misrepresentation of reality, 
ise much = and leads to endless misunderstandings and thoughtless opposition. 
umes are “For you, the rural electric cooperatives, this does lead to endless problems 
our pre | and frustrations, but for the private utilities it is most useful. Remember, 
the private utilities operate as a cost-plus industry. They are authorized to 
cause he earn a fixed rate of return on their investment over and above all costs. They 
Ise, can engage in very expensive propaganda campaigns and charge it up to the 
vernment ratepayers as a cost and to the Treasury as a legitimate deduction from profits. 
two, but “At the same time that this propaganda campaign has been going on, the pri- 
; Offer no §=_ vate utilities have been ‘speaking in the back door’ of the Treasury. You 
vernment all know to what I refer—the rapid tax amortization subsidy which the private 
proposed utilities are receiving under section 168 of the tax laws. My colleague, Sen- 
ator Byrd, of Virginia, has recently released through his committee, the Joint 
ur rurae (Committee on Internal Revenue Taxation, a very interesting report on this 
matter which you all should read. This subsidy amounts to an estimated 
cts. But | $47 billion, and as you will recall the Federal Government has invested under 
and used $3 billion in the rural electrification program and just about another $8 billion 
eral Gor- inthe Federal power program. 
1 a barn, “But this is not all. Again, while the private utilities were hurling all kinds 


he books of epithets at the rural electric cooperatives and the Federal power program, 

So every | they were at the same time busily engaged in 1954 in helping to push through 

shown © | Congress the 1954 amendments to the Internal Revenue Code. As you know, 

ae way | section 167 of the code now allows any business to choose what is called a 
overt 


liberalized method of depreciation in place of the conventional straight line 
a public | method of computing depreciation. This is another subsidy to private busi- 
ise oyster | ness, an ultimate loss to the Treasury, and means in the final analysis that 

| When the Federal Government needs more money it will not be forthcoming 
vernment | from business, but must be exacted from personal income taxes. This sub- 
ed above | sidy, it has been estimated, will be worth many billions of dollars to the pri- 
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rate utilities. This amounts to more than six times the investment in th 
electrification program and three times the combined investment 
electrification and Federal power programs. 

“Let me recall the Senate fight which occurred in 1954 over whether REA 
needed an additional $35 million in electric loan funds. As you may remember 
I introduced this amendment from the Senate floor knowing that the funds 
were needed and also knowing that the money would be repaid with interes 
to the Treasury. We were told by the Acting REA Administrator that th 
funds could not be used under any circumstances, but, as a matter of fact i 
the spring of 1955 when the Colorado Ute loan was made it was necessary to 
REA to draw down earmarked funds from the 1956 budget in order to Dr OCEss 
the loan before July 1, 1955. 

“Now I believe that under a capital budget plan this fight simply wonlq not 
have occurred because justifiable loans by REA could be made without bring. 
ing about all the cries from even sincere people who sincerely want to balance 
the budget. 

“If we could get this one idea of the capital budget across to the public and 
incorporated into the accounting practices of the Federal Government, | think 
many of the problems which we run into in attempting to get the Congress 
to invest in worthwhile undertakings would be eliminated. 


g © Tura) 
In the rural 


“Just keep in mind that the basic difference between a capital budget and | 


the present Federal budget is that the capital budget would distinguish betwee 
investments and ordinary expenditures for current operations so that the (op. 
gress and economy-minded citizens could primarily concentrate on current 
expenditures and not confuse productive and profitable investments such a 
in the rural electrification program with them. To be sure we need as mug 
economy in governmental operations as possible, but even operating under this 
valid assumption does not refute the need for investing in enterprises whid 
will benefit the entire Nation. 

“Probably also the capital budget itself should be divided into three parts 
The first would be those where the principal is to be reimbursed with interest 
as is the case with REA and power investments. The second would be wher 
the principal is reimbursable but no interest paid as in irrigation, while the 
third would consist of those investments which, while judged socially beneficial 
are not reimbursed to the Treasury and upon which no interest is paid. The 
most striking examples of this are the expenditures for flood control and rive 
and harbor improvements. They might also include the Hill-Burton grants 
for hospital construction. 

“All of you rural electric leaders know that you have had to fight with the 
public, the Congress, with the private utilities and private utility fronts o 
this point of economy in Government. And it is quite true that many times 
when the Congress has insisted on economy, when the Bureau of the Budget 
has cut the REA request for funds or put a ceiling on the loan program, it 
was hard to tell where sincere economy left off and the power company front 
began. 

“An accounting system which would be based on the principle of capital 
budgeting would go a long way in bringing rationality into Federal policies 
It would place Government investment for capital creation in its proper per 
spective. It would give the public a true picture of their status as owners of 
the national property and assets. In this way, the public could intelligently 
measure the total debt and expenditure policy of the Federal Government agains 
total assets. Such a budget was advocated 45 years ago by the eminent Boston 
accountant Harvey S. Chase. It is even sounder now than it was then. 

“Tinder a system of capital budgeting the public could readily distinguish 
between current expenditures, which are nonreimbursable—gone forever—an 
investment expenditures, which are wealth creating and reimbursable, just % 
though they were private investments. 

“Operating under a capital budget, there would be no problem in provilg 
to the Congress and the people that REA, based on the best estimates possible 
will need a certain amount of credit the following fiscal year. The credil 
would be forthcoming because everyone would know that such funds are merely 
borrowed from the Government and paid back with interest, and that sud 
loans are backed up by a mortgage on the cooperative electric system. The 
same would be true for Federal power projects. 

“There is every reason in the world for a divided or capital budget, and 1 


valid arguments against one. Habit, fears that we would spend more | 


Federal power projects, fears that Mr. Hoover could not justify abolition of 
REA as ‘an expense’ are some basic reasons why we do not already have! 
sapital budget. 
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“Now, of course, no accounting system can create miracles. A capital budget 
aad not have prevented Mr. McKay from recommending the giveaway of 
ee Cangon ; but it would have made him sound ridiculous. A Capital budget 
port make the Dixon-Yates deal sound absurd to almost everyone except 
wou" 1] Strauss and his banking and utility friends. 
ae maieacles, but a lot of interesting facts and rational thinking regarding 
Federal expenditures and investments could flow from a capital budget. ' 

“Now, attempting to incorporate a capital budget into Federal accounting 
will not be an easy job because many vested interests would be opposed to such 
q plan. The private power companies and others who hope to profit from 
grabbing parts of the public domain, including the atomic energy program, would 
probably oppose such a reform. But you would be Joined by many individuals 
and groups who do no like the idea of the Federal Government hiding its assets 
and investments under a lot of red ink. ' . oll 

“If we want a government run on a sound business basis, an efficient gov- 
ernment, a government striving to maximize economies—then we need to adopt 
a good set of accounting techniques. 5 

“The answer is the capital budget. 


EXuIbBiT 14 
[From the Congressional Record, June 1, 1959] 
CAPITAL BupGET BOOKKEEPING SYSTEM FOR FEDERAL GOVERNMENT 


Mr. Humpurey. Mr. President, I have for many years advocated that the 
Federal Government adopt a capital budget bookkeeping system, whereby the 
current expenditures of the Govrenment would be differentiated from invest- 
ments of the Government upon which we will realize a return plus interest. 
Again this year I have introduced a bill to put such a bookkeeping system into 
effect, S. 1560. 

At the time that I introduced this bill I noted that Great Britain, among 
other countries in Europe, has such a bookkeeping system. 

linvite the attention of the Senate to an article which appeared in the U.S. 
News & World Report of April 20 on the British bookkeeping system. The 
article is entitled “How Britain Balances Budget.” The article points out that 
if the United States used a capital budget such as Great Britain does, the 
Federal Government would show a surplus of at least $3 billion for fiscal 1960, 
rather than $100 million, as forecast by President Eisenhower, under our pres- 
ent antiquated bookkeeping system. : 

It has been my observation that discussions of the budget engender more 
emotional outbursts than rational thought. One of the main reasons is that 
our annual budget report does not reveal an accurate fiscal picture. No busi- 
ness Would think of lumping current expenditures in with its investments: yet 
that is Just what our Federal Government does under the present bookkeeping 
system. 

I say it is time that we put our bookkeeping system in order. It is time that 
we adopted a modern, up-to-date capital budget. 

We are indebted, indeed, to the author of this particular article for a very 
objective and factual survey of budgetary conditions in certain countries and 
how a capital budget would work. I was so pleased to find this particular 
material, because all too little attention is given to modernizing the budgeting 
system of this Nation. Until we modernize it, there will be all kinds of heat, 
thunder, and fury about budgets, but very little light and constructive infor- 
mation and reform. 

Therefore I ask unanimous consent that the article to which I have referred 
may be printed at this point in the Record. 

There being no objection, the article was ordered to be printed in the Record, 
as follows: 


Exuipir 15 
“How Brirain BALANCES BuDGET 


“(Look closely at the new balanced budget in Britain, and you find that the 
balance isn’t all it seems to be. Only one of the two parts of that budget is in 
the black. The other part is in the red. Overall, there’s a big deficit. Even 
80, taxes are being cut. If United States kept books the same way, there would 
be room for cuts in American taxes, too.) 
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“The Conservative Government of Great Britain on April 7 announced thy 
its budget for the year just started on April 1 was balanced, with more than 
$1 billion to spare. a 

“In dividing up this billion 

“Taxpayers—both individuals and corporations—were given a reduction frop 
42.5 percent to 38.75 percent in the base rate of tax on incomes, Une. 
income taxpayers were given smaller percentage cuts that low- and mediuy, 
income taxpayers. , 

“People were given rather sharp cuts in the heavy sales taxes that the 


> Y pay 
on all sorts of purchases, Day 


“Companies were granted special tax writeoffs in the years in which they | 


make an investment in new plant and equipment. 

“All told, Britain’s officials says, this relief will come to about $826 million 
in the bookkeeping year just started. Even then, they figure, the books wil 
show a surplus of about $285 million for the year. 

“The British surplus would be the equivalent of about $1.5 billion for the 
much bigger U.S. budget, if figured in the same proportion. 

“If the U.S. Government were to turn back to taxpayers the same Percentage 
of total Government revenues that Britain now proposes to return, taxpayer 
in United States would get reductions amounting to more than $4 billion, _ 

“Tax relief in Britain, however, is not a forerunner of tax relief in the United 
States. Tax cuts for American taxpayers apparently are nowhere in sight 
In the United States, there is more talk of tax increases than of tax reductiog. 


“DRAWING THE LINE 


“How has Britain been able to balance its budget and grant repeated tay 
cuts? How has the British Government managed to reduce income taxes, fy 
example, to the lowest levels since before World War IT, while income taxes jj 
the United States are at the highest level in peacetime history—just beloy 
World War II peaks? 

“Main reason is that in Britain the government keeps two sets of books 
The British budget that was balanced was what is called the budget ‘above th 
line.’ It is the budget of operating expenses. This is the set of books thy 
shows a sizable surplus—for this year and most years. 

“In addition, however, there is the set of books that Britain calls the below 
the line budget. This is the budget dealing with government loans and othe 
investments in capital assets. In Britain, this budget is pretty much ignored 
by the public. Despite the enormous interest in the new budget, and the e 
pected tax cuts. British newspapers that devoted one to two pages to th| 
budget did not even report on the below the line spending. 

“The below the line budget, however, was not balanced and was not intenda 
to be balanced. It showed, in fact, a deficit of $2.3 billion. 

“Overall, the British budget really shows a deficit of $2 billion for the year 
just started. This is the biggest deficit run by Britain since World War IL 

“Looked at in another way: If United States kept its books the way Britain 
does, the United States would show a surplus of at least $3 billion next year- 
rather than the $100 million forecast by President Eisenhower. 


“OTHER ANGLES 


“How much of Britain’s surplus in the operating budget is due to military ail 
from the United States is hard to say. While that aid has dropped sharply, tk 
intercontinental missiles that United States is giving Britain would cost tha 
country sizable amounts to produce on its own. 

“More important, though, is the indirect effect of huge defense spending \y 
the United States. In all, defense expenditures in the United States are equi 
to nearly 10 percent of total production—or gross national product--in thi 
country. Britain is spending an amount equal to about 6 percent of its tow 
national product on defense. 

“What would happen if the United States cut its defense spending to th 
British level, in relation to total production? There would be enough savili 
to give American taxpayers a real bonanza—about $15 billion of tax relief. 

“Then there is the huge flow of economic and military aid from the United 
States. For British taxpayers, the foreign-aid burden is far smaller. If the 
United States were to cut its aid, say, by half, Americans would save $l! 
billion a year in:taxes. 
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“STILL A HEAVY LOAD 


“Byen with a relatively light defense burden, however, Britain’s taxpayers 
are among the most heavily taxed in the world—outside Communist countries. 
Reason lies in Britain’s vast welfare programs—family allowances, food subsi- 
dies, pensions, aids to housing and health, and the like. These are costing 
British taxpayers heavily. ; 

“Now, the tax load in Britain is to be lightened. Overall taxes are to be cut 
py more than 6 percent. Many taxpayers, particularly in the lower income 
prackets, will get bigger cuts than that. 

“Take a married couple with no dependents, earning $2,000 a year after tax 
deductions, but before exemptions. The couple now gets a tax cut of more 
than 10 percent. Yet the couple still will pay $196. In the United States, the 
tax would be $120. 

“4 British couple with $5,000 of income will get a tax cut of 9 percent. Still, 
the tax of $1,091 will be nearly half again as high as the $760 the couple would 
pay in the United States. mT an 

“At $10,000 of income, a British couple now will find its tax reduced by 7.5 
percent. Result: a tax bill of $3,144—or two-thirds higher than the U.S. tax 
of $1,888. n / it a 

“and, at $25,000 of income, the British couple—even after a 5.6-percent cut— 
will pay $12,607. In the United States, this couple would pay only $6,724. 

“Sharp cuts in Britain’s sales taxes also are to leave those taxes far higher 
than anything Americans pay. 

“British families have been paying a 60-percent tax on cars, radio and tele- 
vision sets, phonographs, records, cosmetics, perfume, and some other luxuries. 
Now they’ll pay 50 percent. 

“The tax also is cut, from 30 percent to 25, on a long list of other things that 
families buy—watches, refrigerators, washing machines, sporting goods, toys, 
and many other items. 

“Kitchenware and some other household items will be taxed at 12.5 percent, 
instead of 15. 

“Americans, while envying the British for these new tax cuts, are not likely 
to envy British taxpayers for the burden they still must carry. 


“If United States kept its books the way Britain does— 


“In billions] 


a 7 ee moa 


Year ended | Year ended 








| Mar. 31, | Mar. 31, 
1959 1960 
“Britain’s regular budget, with a surplus, looks like this: 
Income: 
Taxes on earnings- - - bt a : | $7.7 $7.3 
INNER 353. S54 ih). anid eb icdg Wd-- ee cd sss ides att hein 7.6 | 7.6 
Total income... ie bial taailal Dagar en tiig ermiealitinind hepbsw che nerd eipcirentaodl ] 15.3 | 14.9 
Outgo: 
Ope. . c since ci ; p= bib 344d does bib lp nb iosdep een 4.1 4.2 
Family allowances, pensions, relief 1! 1.6 
Bite to health. housing, 6tc.........-...<<6-<<--<-0«- 2.2 3.3 
Education and broadcasting 1.5 | .6 
Food and farm subsidies 1.0 | 9 
Interest on debt 1.9 | 1.7 
All other programs. --- 2.1 | 2.3 
Total outgo_.......-.-- sed eetitn decd vibdec deta Resid 14.3 14.6 
SS eee Tea as 0 | oa 
But: That’s not the whole picture. There also is the so-called below-the- 
line budget—!argely loans and capital outlays. It looks like this: | 
Income below the line...........-.._...--.. Siti sieeaeahacdiied 9 | 1.1 
Outgo below the line: | 
Loans to railways. __- is sin dlaksesussb sons lihicinn gl 3 | .2 
Loans to National Coal Board_. sa icoshellascs Sateiaies dein | 2 | .3 
Loans to other nationalized industries. _______- DL Skaneisleteen aoe 1.0 | 1.4 
Other outlays. _............._.- 9 | 1.5 
a 
I en demubninmeusnbana sia! 2.4 | 3.4 
Deficit below the line_.................____ ded ceeded 1.5 2.3 
Overall result: Deficit of ..._- bed a cbentdsadneewesasilentasadberwdetcsseube| 5 2.0 
' | 





“Nore.—United States, by contrast, includes all these below-the-line expenditures—billions of dollars of 
em—in its regular budget. 

Conclusion: If United States figured its budget the same way Britain does, the $100,000.000 surplus 

called for in the President's budget would turn out to be a surplus of at least $3,000,000,000, probably more.”’ 
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Chairman Dawson. The subeommittee has received statements from 
Senator Morse, of Oregon, and also from organizations interested 
in this legislation, which we will include in the record at this Point 


U.S. Senate, 
COMMITTEE ON LABOR AND PUBLIC WELFare, 
June 10, 1969 
Hon. WIrLLIAM L. Dawson, ; 
Chairman, Subcommittee on Executive and Legislative Reorganization, Hous 
Committee on Government Operations. 

DEAR CONGRESSMAN DAWSON: I very much regret that I was unable t 
organize my schedule so as to appear in person before your subcommittee tp 
testify in support of H.R. 5135 and H.R. 5197. 

Because I am sponsor of an identical Senate bill, S. 1244, I would very much 
appreciate it if you would see to it that the attached statement in Support of 
these measures is inserted in the hearing record on the bills. 

With kindest regards. 

Sincerely, 
WAYNE Mongg, 


STATEMENT OF Hon. WAYNE Monrsé, A U.S. SENATOR FROM THE STATE OF Opggoy 


Chairman Dawson, this hearing by your subcommittee on H.R. 5135, Sponsorel 
by Congressman Ullman, or Oregon, and H.R. 5197 by Congresswoman Green, js 
a most welcome one. Because I have introduced an identical measure in th 
Senate, S. 1244, I very much appreciate this opportunity to make this statemey 
to your subcommittee on our proposal. 

The most important feature of this measure is its directive that in additig 
to present budget figures, there be submitted along with the regular budget, 
breakdown showing proposed expenditures for wealth-producing investments 
with a further breakdown to show those which are to be entirely self-liquidating 

This is the heart of our bill. I believe the distinction between budget requests 
for the dead-loss costs of government and requests for wealth-producing cogts 
of government, including those which repay themselves to the Treasury, is » 
important that it should be made clear in the budget itself. 

Certainly those responsible for the makeup of budgets in most of our larg 
cities and in many States think it is of the utmost importance. Businesgg 
find this distinction essential in making up their budgets. 

In light of the fact that the U.S. Government is in one sense the biggest bugi- 
ness, with the biggest budget, in the world, it seems to me that this souni 
business practice should prevail in our Federal budget, too. 

In 1947, I asked Mr. James Webb, who was then the Director of the Budget, 
to furnish me with a breakdown of the then-proposed budget for fiscal 1948 
showing how it would look if submitted in capital budget form. I did not 
give Mr. Webb the specific definitions of what was to be considered a capital 
expenditure, such as are included in H.R. 5135 and S. 1244. Mr. Webb used his 
own definition of capital investments, and called them expenditures involving 
either (a) creation, improvement, or acquisition of durable assets, or (b) acqui- 
sition of recoverable claims. 

Using those definitions, he found that the fiscal 1948 budget totaling $375 
billion contained expenditures of $7.3 billion for capital investments. I placed 
his itemized breakdown in the Congressional Record, and it may be found 
pages 8596-8601 of the 1947 Record, volume 98, part 7. 

Thus, nearly one-fifth of the proposed budget for that year was for wealth 
producing investments. In that form, it is much easier to understand tha 
Uncle Sam is not going broke, even if some deficit is involved. 

The traditional opposition to a capital budget is the argument that it would 
be inflationary. This, of course, is only saying that if people understood that 
ther money was being wisely investedfi they might want to invest more. 

Actually, there is nothing at all inflationary or deflationary about a given 
budgetary form. The figures in the budget will determine whether it is 
flationary or not, nor the order in which they are listed. 

What we seek through the capital budget is simply clarity. Which expenti- 
tures are recoverable, and which are not? That is what a capital budget would 


bring out. It seems to me that this proposal boils down to a kind of “honest | 


labeling” measure, applied to the budget. The taxpayers are entitled to have | 


their budget presented to them in understandable form. That is the only way 
they can know whether it is sound, and, if not, how it should be changed. 
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With respect to our particular version of the capital budget, I would add 

that:this is the first of the many such bills I have sponsored which relates the 
apital budget to the work of the Council of Economic Advisers. S. 1244 and its 
en companions direct the Council to recommend, for inclusion in the Eco- 
— Report, a minimum and maximum program of proposed capital invest- 
en The Economic Report has occasionally carried proposals for public in- 
eenent put this provision of our bill would direct that it do so. 
“ane s0, there is no assurance that investments in the so-called public sector 
of our economy would increase. I think those who favor the capital budget 
on the assumption that it would boost such investments, and those who oppose 
it for the same reason, expect more from it than would actually occur. — 

But it certainly would provide a clearer picture of Uncle Sam’s financial 
condition, and I think that is desirable from every point of view. ! 

Finally, let me make it clear that S. 1244 and the House versions of it are 
in no way the last word on capital budgeting. I would expect both Houses of 
Congress, and their Government Operations Committees, to make changes dic- 
tated by the information brought out in hearings. As a matter of fact, most of 
our objective could be attained by directing the Budget Bureau to sub- 
mit estimates under the definitions and guidelines used by Mr. Webb in 1947. 

It is my hope that this hearing will at least make evident to this subcom- 
mittee the widespread interest in the capital budget, and present an outline 
of its merits. I very much appreciate the opportunity to submit this statement 
in support of it. ‘ wil 

Attached for inclusion at the close of it is the text of S. 1244, a Senate 
companion to H.R. 5135 and H.R. 5197. 


[S. 1244, 86th Cong., 1st sess.] 


A BILL To amend the Employment Act of 1946 to establish policies with respect to 
productive capital investments of the Government. 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Employ- 
ment Act Amendments of 1959”. 


DECLARATION OF POLICY 


Seo. 2. Section 2 of the Employment Act of 1946 is amended by inserting “(a)” 
after the section number and by adding thereto the following subsection : 

“(b) To assist in achieving these objectives it is the further policy of the Fed- 
eral Government (1) to distinguish between its operating expenditures and capi- 
tal investments, (2) to exclude certain productive capital investments from the 
public debt, and (3) to retire the public debt.” 


FUNCTIONS OF COUNCIL OF ECONOMIC ADVISERS 


Sec. 3. Section 4(c) of such Act (relating to the duties and functions of the 
Council of Economic Advisers) is amended by changing the designation of para- 
graph (5) to (6) and inserting after paragraph (4) a new paragraph (5) to read 
as follows : 

“(5) to evaluate each year the Federal budgetary situation as related 
to the prospective gross national product and other economic indicators and 
needs, and to recommend, for inclusion in the Economic Report, a minimum 
and maximum program of proposed capital investments, including on a 
segregated basis, productive capital investments for the next fiscal year, and 
a six-year projection of such proposed investments ;” 


CAPITAL BUDGET 


Sec. 4. (a) Such Act is further amended by adding at the end thereof the 
following new section : 
“Sec. 6. (a) In transmitting to Congress the estimates called for in section 201 
of the Budget and Accounting Act, 1921, as amended, the President shall also— 
“(1) to the extent and in such detail as he shall designate by Executive 
order (and so far as practicable consistent with the practices of the Internal 
_Revenue Service) distinguish between operating expenditures and capital 
investments of the Government, and further set forth the productive capital 
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investments, including mortgage loans, which have a useful econon 
more than ten years and which are revenue producing or Self-liquidatj 
nature ; U8 fa 
“(2) advise the Congress as to the progress made in identifying and 
puting capital investments and more particularly such productive Capi 
investments ; and in computing the public debt exclude therefrom an a 
equal to such productive capital investments ; mat 
“(3) advise the Congress as to a minimum and maximum program of 
posed capital investments, including, on a segregated basis, productive cay, 
tal investments for the next fiscal year, and a six-year projection of such . 
posed investments; and 
“(4) advise the Congress as to the amount of the public debt as Compute 
in accordance with this section and of the effect of the proposed budgetary 
program upon the retirement of the public debt. 4 
“(b) The amount of obligations issued to finance productive capital invest. 
ments shall not be considered a part of the public debt for the purpose of limita. 
tions on the public debt contained in section 21 of the Second Liberty Bong Act 
as amended.” ; 
(b) The amendment made by this section shall be effective with respect ty) 
each budget transmitted to the Congress pursuant to section 201 of the Budge 
and Accounting Act, 1921, as amended, after the date of enactment of this Act 


APPLICATION OF GOVERNMENT CORPORATION CONTROL AOT 


Sec. 5. The provisions of the Government Corporation Control Act, as amended 
with respect to budgets, reporting, auditing, and accounting, shall apply to the 
functions exercised by any officer or agency of the Government proposing the 
investment of Federal bond proceeds in productive capital, to the same extent a 
applicable to wholly owned Government corporations. 


NATIONAL RURAL ELECTRIC COOPERATIVE ASSOCIATION, 
Washington, D.C., June 8, 1969, 
Hon. WILLIAM A. DAWSON, 
Chairman, Committee on Government Operations, 
U.S. House of Representatives, 
Washington, D.C. 

DeaR Mr. DAwSON: We were pleased to learn that you are holding hearings 
on the legislation that would establish a capital budget for the U.S. Govern. 
ment. The National Rural Electric Cooperative Association has long been g 
strong advocate of this procedure for Federal budgeting and was among the 
first to support legislation to institute a capital budget. 

Our general manager, Mr. Clyde T. Ellis, is out of the city on a business trip 
and will not be here, unfortunately, at the time your hearing is scheduled. Wer 
it not for this, I am sure he would have sought an opportunity to testify in be 
half of Congressman Uliman’s bill, H.R. 5135. In his absence, I am submitting 
for insertion in the hearing record, if you will be so kind as to put it in, a cop 
of the official resolution passed at the most recent annual membership meeting of 
our association and a statement for the association by our staff economist, Dr. 
Paul Nelson. 

Thank you and very best regards. 

Sincerely yours, 
RICHARD A. DELL, 
Director, Legislation and Research Department. 


RESOLUTION PASSED AT THE NRECA ANNUAL MEETING 1960 
CAPITAL BUDGET 


Whereas the present Federal accounting system does not distinguish between 
ordinary operating expenses of the Government and the investment in wealth 
creating, self-liquidating projects such as are illustrated by the rural elect 
fication and hydroelectric development program ; and 

Whereas the adoption of a capital budget would clearly distinguish betwee 
these two types of expenditures so that the public would have a true picture of 
the investment and expenditure aspects of Federal financing ; and 


| 


hic life of | wi 


STaT 


M1 
Tam 
whic 
syste 
syste 

Ou 
most 
legis 

Ww 
whic 
estal 
ment 





¢ life gp 
lating jy 


ANd Cor. 


> Capital 


L amount | 


0 Of pro. 
lve Capi. 


such pro. | 


‘Ompnte 
Udgetary 


1 invest. 
f limits. 


ond Act. 


Ospect ty 
@ Budge 
this Act, 


amended 
ly to the 
sing the 
extent as 


ON, 
8, 1960, 


hearings 
. Govern. 


g been a | 
mong the | 


iness trip 
d. Were 
ify in be 
ubmitting 
in, & Copy 
neeting of 
ymist, Dr, 


SLL, 
rtment. 


h between 
n wealth 
al electri- 


nh between 


picture of | 


BUDGET POLICIES ON CAPITAL INVESTMENTS 61 


whereas legislation has been introduced to establish a Federal capital budget 

hich properly and clearly classifies operating expenditures and capital invest- 
went? Now, therefore, be it | 
™ Resolved, That the Congress be urged to adopt a capital budget for Federal 
Government fiscal operations. 

Approved by National Rural Electric Cooperative Association, at St. Louis, 
Mo. February 24, 1960. 


GraTEMENT OF NATIONAL RURAL ELECTRIC COOPERATIVE ASSOCIATION IN SUPPORT 
9 OF H.R. 5135 


Mr. Chairman and gentlemen of the subcommittee, my name is Paul Nelson. 
1 am the staff economist of the National Rural Electric Cooperative Association 
which is the national service organization of the REA-financed rural electric 
systems throughout the United States. Approximately 950 such rural electric 
systems are voluntary members of NRECA. 

“Our association has gone on record through action by the membership at our 
most recent annual meeting in St. Louis earlier this year as strongly supporting 
legislation that would put our Federal budget on a capital budget basis. 

We, therefore, support H.R. 5135, a bill introduced by Congressman Ullman, 
which, if enacted into law, would “* * * amend the Employment Act of 1946 to 
establish policies with respect to productive capital investments of the Govern- 
wwe take this position not only for the reason that it has specific bearing on the 
rural electrification and Federal wholesale power program, but also because of the 
inherent logic and soundness that the approach has. 

The statement has been made that it is questionable policy to apply private 
accounting principles to Government investments and operations. Up toa point 
this position has validity because most of us recognize that governmental opera- 
tions are more complex than are those of a typical private corporation, for ex- 
ample. Moreover, governmental objectives very often are strictly social objec- 
tives whereas the typical private corporation needs to maintain a capital budget 
type account to give as accurate a picture as possible of its net worth and profits 

sition. 

Mo While this may be true to a considerable extent, the reasoning overlooks the 
desirability of distinguishing for the taxpayers those governmental expenditures 
which are for ordinary operating expenses and those which are in fact invest- 
ments in wealth-creating, self-liquidating projects. 

The statement has also been made that the capital budget is a device for con- 
fusing the taxpayer in regard to the balancing of the budget. This might happen, 
for example, if current expenses were through error or design shifted into the 
“capital” budget. 

This, however, is not a criticism of the capital budget idea or approach, as 
such, but is rather a criticism of the misuse of the concept. The bill under study, 
H.R. 5185, guards against this kind of misuse of the plan. 

Under the terms of the bill being considered by the subcommittee it is pro- 
vided that the President, in addition to the budget figures and data he now sub- 
mits to the Congress, must submit detailed data which clearly differentiates be- 
tween current operating expenses and capital investments. With this procedure 
we agree wholeheartedly, and feel that this is an important provision in the bill. 

The bill goes further in this regard. It defines capital investments as those 
which meet the dual standards of having a useful life of over 10 years and those 
which are revenue-producing or self-liquidating in nature. This is certainly a 
workable standard, and a fair point from which to make a start. Further analy- 
sis of actual experience might call for reconsideration of these criteria, but cer- 
tainly at present they provide a justifiable position from which to start. 

There are many areas of Federal activity where the capital budget approach 
isnot only desirable but necessary if we are to get a true picture of the financial 
status involved. Any one of these cases will serve as an example to show the 
principle that applies. Two important examples are (@) the investments in the 
Federal power program and (b) the investments in the rural electrification 


Funds requested by the Bureau of the Budget and the President, authorized 
by the Congress and invested during any 1 year in either the rural electrifica- 
tion or the Federal power programs are now carried in the budget for that year 
as expenditures. As such they can affect, as we understand it, the public debt 
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position of the U.S. Treasury. A comparable analogy would be to have 

commercial electric utility which had constructed a new generating facility apply 
the entire cost of this facility as an operating expense. Thus, it would be 
deducted in 1 year from current revenue instead of being recordeq Qs is | 
actually the case, as a revenue-producing investment in fixed assets Which 

would be amortized over the years of its life. 

It is a fact that U.S. investments in the Federal power and rural electrificg 
tion programs, which are now classified and carried in the budget ag expendi. 
tures, are returned to the Federal Treasury (amortized) with interest, and 
in many cases show a substantial return to the Treasury over and aboye all 
initial investments, or loans, including a charge for interest. 

The budgetary process as now constituted does not give us an accurate 
picture of the status with regard to rural electrification and Federa] power | 
programs for the reasons I have mentioned. The capital budget process, poy. | 
ever, would do so. The result would be a more intelligent understanding of 
what we have done and what we are capable of doing in these fields than ig how 
the case. The capital budget, in this way, would, contribute to better SOvernment | 
to a more informed citizenry and ultimately programs of greater value to the 
people and the Nation. 

In the face of the need that exists to distinguish between long-term inyoy, 
ments and current operating expenses, we can see no justification for continuing 
the budgetary process as it is now constituted. 

Therefore, we support H.R. 5135 and recommend that your committee report 
the bill favorably for enactment by the Congress. 


AMERICAN PUBLIC POWER ASSOCIATION, 
Washington, D.C., June 14, 1960, 
Hon. WimrLtiaAM L. Dawson, 
House of Representatives, 
Washington, D.C. i 
DEAR REPRESENTATIVE DAWSON: Enclosed is a statement submitted in behalf 
of the American Public Power Association in support of adoption by the Federg 
Government of capital budget. It would be appreciated if you could incorporate 
this presentation into the record of the hearing held by your Subcommittee 
Executive and Legislative Reorganization on June 8, 1960, upon this topic 
The subcommittee staff has advised me that the record has been held open for 
the purpose of allowing such additional insertions. 
With best wishes, I am, 
Sincerely, 
ALEX Rapiy. 


STATEMENT OF THE AMERICAN PUBLIC POWER ASSOCIATION IN SUPPORT OF ADOPTIOY 
BY THE FEDERAL GOVERNMENT OF A CAPITAL BUDGET 





The American Public Power Association—a national service organization rep- 
resenting more than 1,000 local publicly owned electric utility Systems 4 
States and Puerto Rico—endorses the concept of a capital budget. 

Support of the principle of a capital budget for the Federal Government his | 
been declared by the association on numerous occasions, most recently in the | 
form of a resolution approved at the APPA annual convention held in Wash- 
ington, D.C., May 3—5. Text of that resolution appears at the conclusion of 
this statement. It urges Congress to adopt a capital budget for the Feder 
Government, substantially in the form proposed in S. 1244, introdueed by Set 
ator Morse. A companion bill, H.R. 5135, introduced by Representative Ullma, 
is currently before your subcommittee. 

H. R. 5135 would: 

1. Distinguish in the Federal budget between operating expenditures 
and capital investment. 

2. Define those “productive capital investments” which are strictly self 
liquidating and have‘a useful service life of over 10 years. 

3. Exclude from computation of the public debt such “productive’eipittl 
investments.” 

Advantages which would accrue from utilization of these budgetary tools ar 
procedural in nature but ‘substantial in significance. bs a | 
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that they constitute an investment in the future well-being of the Uniteg Stat 
which will pay not only monetary, but social, dividends. — 
For these general and specific reasons, the American Public Power Assoc 
tion recommends enactment of legislation establishing a capital budget, 
Resolution No. 22, Capital Budget, approved by the American Publi 
Association annual convention held May 3-5, 1960, in Washington, D.¢ 
“Whereas the present Federal accounting and budget systems fai] to disti 
guish between national wealth-creating, self-liquidating capital investment, 
such as REA, community facility loans and hydroelectric power dams, and , 
the other hand, the current operating or expense budget; and '” 
“Whereas the adoption of a Federal capital budget would provide a desirable 
system for handling the financing of Federal loans, public works and natura} 


C Powe | 


resources development programs including the construction of hydroelectrie 


projects ; and 
“Whereas S. 1244 has been introduced to establish a Federal capita] budget: 
and } 


“Whereas S. 1244 would: (1) distinguish in the Federal budget between Oper. | 


ating expenditures and capital investment; (2) within the category of capital 
investments define those ‘productive capital investments’ which are strictly 
self-liquidating and have a useful service life of over 10 years; and (3) exclude 
from the computation of the public debt such ‘productive capital investmenty. 
Now, therefore, be it 

“Resolved, That the American Public Power Association urges Congress ty 
adopt a capital budget for the Federal Government, substantially in the form 
as that proposed in 8S. 1244.” 


Chairman Dawson. We will stand adjourned. 
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s ow H.R. 5135 anp H.R. 5197, Bitts To AMEND THE EMPLOYMENT ACT OF 
1946 To EsTABLISH POLICIES WITH RESPECT TO PRODUCTIVE CAPITAL INVEST- 
MENTS OF THE GOVERN MENT 
EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D.C., July 15, 1959. 

Hon. WILLIAM L. DAWSON, : . ‘ 
Chairman, Government Operations Committee, 
House of Representatives, Washington, D.C. 


My Deak Mr. CHAIRMAN: Reference is made to your request for our views on 
HR. 5135 and H.R. 5197, bills to amend the Employment Act of 1946, to 
establish policies with respect to productive capital investments of the Govern- 
“io of the purposes to be achieved by the bills is to require that the expendi- 
tures of the Government be divided in the budget between those of a capital 
nature and those which represent operating expense. The capital expenditures 
would further be subdivided between those which are considered productive and 
those which are not. The practice of the Internal Revenue Service would be 
established as a standard, so far as practicable, for the President’s guidance in 
distinguishing current and capital items. The bills would further redefine the 
publie debt and the public-debt limitation so as to exclude from both an amount 
equal to productive capital investments. It is not entirely clear whether the 
redefinition would apply only to future expenditures for investments or would 
apply to investments now outstanding as well. 

The bills would further provide for the budget to include a 6-vear projection 
of capital investments, including a minimum and maximum program therefor. 
The Council of Economic Advisers would be given the function of also recom- 
mending such a projection for inclusion in the Economic Report of the 
President. 

Section 5 of the bills would make provisions of the Government Corporation 
Control Act applicable with respect to budgets, reporting, auditing, and account- 
ing for functions involving the investment of Federal bond proceeds in productive 
eapital, thereby implying that productive capital investments of the Government 
are to be financed specifically by borrowing. The bills contain a policy state- 
ment with respect to the retirement of public debt, but make no specific provision 
for including within the current budget of the Government any amortization 
provision for retirement of the debt or any provision for charging depreciation 
on the capital investments. 

Taken as a whole, it is apparently the intent of each of these bills to replace 
our present unified budget sstem with a double budget and double financing— 
the current budget to be financed as at present, and the capital budget to be 
financed, at least in large part, by borrowing. 

I believe that these bills are unsound in theory and that they would lead to 
unfortunate financial practices. 

They would merely serve as a rationalization for further increases in Govern- 
ment expenditures and increases in Government borrowing. They would create 
the illusion of reducing the regular budget totals, while at the same time the 
Government would no doubt be asked to spend more than before. They would 
create the illusion of reducing the Government debt, by redefinition, while at the 
same time larger borrowing would likely be taking place. 

These practices would violate the principle of budget comprehensiveness, and 
would weaken both Executive and congressional control over the budget. They 
suggest that the accumulation of assets by the Government is more important 


than the providing of services. While the accumulation of income-producing 
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assets is of great significance in private business, it does not at all follow 
public interest is necessarily served by large accumulation of income-p 
assets by the Government. In fact, the contrary may well be true. The 
ment does not exist for the purpose of making a profit nor for the pur 
accumulating assets. 

These bills are inconsistent with the appropriate use of the budget as 
instrument for helping achieve the objectives of the Employment Act of 194 
With our present unified budget, the budget ean serve as a desirable correctiy, 
in times of economic difficulty, either inflationary or deflationary. Under th ; 
bills, it is entirely likely that the eapital portion of the budget, instead of bein 
helpful as a corrective, would keep increasing, irrespective of genera] : 
eonditions; and thus. could serve to aggravate undesirable economic trends, 
Particularly,in time of inflation, this device would undoubtedly serve to Increase 
inflationary pressures, when economic stabilization policies would require that we 
make every effort to reduce debt and to obtain budget surpluses. 

For these reasons, I recommend against favorable consideration of these 
bills. 


that the | 
Toducing 
Gover. 


POSe of 


economic 


Sincerely yours, 
MAuvrRIceE H. Stans, Direetop 


OFFICE OF THE SECRETARY OF THE TREASURY, 
Washington, July 28, 1959, 


Hon. WILLIAM L. DAWSON, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D.C. 


My Dear Mr. CHAIRMAN: Reference is made to your requests for the Views | 
of this Department on H.R. 5135 and H.R. 5197, identical bills, to amend th 
Employment Act of 1946 to establish policies with respect to productive capita 
investments of the Government. 

The requirement for the separation of capital and operating expenditure 
in addition to obvious difficulties of classification, would tend to blur public 
understanding of what is considered a more important factor, i.e. the ip. 
mediate fiscal impact of total Federal expenditure. There might, for exgp. 
ple, be those who would believe that the short-run inflationary effect of Fe. 
eral expenditures on capital account could be ignored, simply because they 
are ultimately productive or self-liquidating according to certain arbitrary | 
definitions. Also, because of the inherent difficulty of distinguishing betwee 
what is and is not a capital expenditure, there would probably be an increas 
ing tendency to broaden the definition according to prevailing fiscal or political 
considerations. In addition, such a distinction would present a false impres 
sion of the “productive” effect of different types of Federal expenditure. There 
would be a natural tendency to consider the noncapital segment of the budget 
as less useful or desirable when in fact the reverse might be true. Federal 
expenditure for research, public health, and foreign aid might, for example, con 
tribute far more to a strong and growing economy in the long run than many 
so-called self-liquidating capital investments. 

As to the exclusion of productive capital investments and borrowings to finance 
such investments in the computation of the public debt and the limitation m | 
the debt, all budget expenditures regardless of their classification must be met | 
from the resources of the general fund, i.e., from taxes or borrowings. In order | 
to show the situation with respect to fiscal operations, the Department believes 
that the budget deficit should reflect the extent to which Treasury is required to 
borrow to meet expenditures of both an operating and capital nature ani 
all borrowings should be shown in the public-debt statement. 

While the objective to classify expenditures according to the future benefit 
period is desirable, we believe that this objective is being met to a considerable 
extent under present budget procedures. Public enterprise (revolving) funds, 
which include Government corporations, are shown separately and in detail in 
part II of the Budget and are summarized in table 9 of that document. Als, 
“Special Analysis D,” while not intended to be a capital budget, does classify 
expenditures according to those which benefit future periods and those whid 
for the most part yield benefits in the current budget year. If further class 
fication or clarification is desired, we believe this objective can best be accom 
plished through a more comprehensive presentation of supplementary tables 
and explanatory material rather than by basic changes in the budget itself. 
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Department has been advised by the Bureau of the Budget that there is 
, mate the submission of this report to your committee. 
n0 
ly yours, 
Very truly y LAURENCE B. ROBBINS, 
Acting Secretary of the Preasury. 


CoUNCIL OF EcoNoMIC ADVISERS, 
ae ' Washington, July 15, 1959. 
», WILLIAM L. DAWSON, 
eam Committee on Government Operations, 
House of Representatives, Washington, D.C. 


Mr. Dawson: This is in response to your requests of March 4, 1959, for 
the views of the Council of Economic Advisers on identical bills H.R. 5135 
and H.R. 5197, to amend the Employment Act of 1946 to establish policies with 
respect to productive capital investments of the Government. ‘ 

The draft bills are designed to introduce into the budgetary process the dis- 
tinction between operating expenditures and capital investments, and to exclude 
porrowing to finance productive capital investments from the public debt and 
thereby from the legal debt limit. The bills would also require the President 
and the Council of Economic Advisers to present a minimum and maximum pro- 
gram of proposed capital investments for the subsequent fiscal year, together 
with a 6-year projection of such proposed investments. On these matters we 
have the following comments : ; ; ; 

First, it is extremely difficult to draw anything but an arbitrary line between 
what might be classified as the capital expenditures and the operating expendi- 
tures of government. This difficulty is present at any level of government but 
the required distinction would be particularly difficult to draw in the case of 
the Federal Government, in part because of the vexing problem of classifying 
military outlays on this basis, and in part because the major share of nonmili- 
tary investment expenditures is incurred at State and local levels with varying 
forms of assistance from the Federal Government that are of a current nature. 

Second, the proposal would require that a distinction be drawn between pro- 
ductive capital investments and other, presumably nonproductive, investments. 
Clearly, to classify capital investment expenditures on this basis would be no 
less arbitrary than to differentiate capital investment expenditures as a whole 
from operating expenditures. What is more, this distinction and the suggested 
exclusion of so-called productive capital investments from the computation of the 
public debt has the added drawback of suggesting that, in some manner, “pro- 
ductive” investments, on this definition, are of a higher quality than other in- 
vestments and that different rules of financing should therefore apply to them. 
Of course, this is not the case. 

Third, to make decisions on how to finance expenditures of the Federal Govern- 
ment on the basis of arbitrary classifications of the type proposed could have 
serious economic consequences. For one thing, such distinctions would inevitably 
introduce an inflationary bias into the Federal budget. The economic impact 
of governmental expenditures must be judged on the basis of the totality of 
expenditures and on their composition judged by other criteria than those 
advanced in the proposed legislation. The need for a balanced budget, and for 
the avoidance of deficit financing in periods of inflationary pressures, applies 
to the budget as a whole, not only to certain parts of the budget, and to divide 
the budget into parts would risk losing sight of this fundamental fact of fiscal 
planning. 

Finally, contrary to what would seem to be implied by H.R. 5135, present 
procedures are no obstacle to long-term capital budgeting by the Federal Govern- 
ment. Long-term capital budgeting can be and is done within existing pro- 
cedures; and without the risk of what is further implied by H.R. 5135, namely, 
that capital spending by the Federal Government is a countercyclical device to be 
given preference over other measures for helping to moderate economic 
fluctuations. 

In view of these considerations, the Council of Economic Advisers would not 


favor the amendment to the Employment Act of 1946 proposed in the two 
draft bills. 
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The Budget Bureau advises that there is no objection to the subm 
this report. 
Sincerely yours, 


issiog of 


(Signed) R.J. Saulnier, 
(Typed) RayMmonp J. SAULNIgR, 


Ohairman, 


DEPARTMENT OF THE ARMy 
Washington, D.C., August 28, 1959 





Hon. WiLL1amM L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives. 


DEAR Mr. CHAIRMAN: Reference is made to your request to the Secreta, 
of Defense for the views of the Department of Defense with respect to HR, 533, 
and H.R. 5197, 86th Congress, identical bills to amend the Employment Act of 1948 
to establish policies with respect to productive capital investments of the Govern. 
ment. The Secretary of Defense has delegated to the Department of the Army 
the responsibility for expressing the views of the Department of Defense thereon, 

The purpose of the bills is to amend the Employment Act of 1946, which, among 
other things, established the Council of Economic Advisers. They would require 
the Council to recommend each year, for inclusion in the Economic Report of the 
President, a minimum and maximum program of proposed capital investmeny 
including productive capital investments, and 6-year projection of such Proposed 
investment. The bills would also require the President, in submitting the annygi 
budget, to do the following : 

(1) Distinguish between operating expenditures and capital investments | 
stating separately productive capital investments which have a usefy | 
economic life of more than 10 years and are revenue producing or self. 
liquidating ; 

(2) Advise Congress as to the progress made in identifying and computing 
capital investments, and to exclude productive capital investments in ep. 
puting the public debt; 

(3) Advise Congress as to a program of proposed capital investments 
including productive capital investments and a 6-year projection of suq 
proposed investments ; 

(4) Advise Congress as to the amount of the public debt, with productive 
capital investments excluded, and the effect of the proposed budgetary | 
program on retirement of the public debt. ; 

The bills further state that the amount of obligations issued to finance productive 
capital investments shall not be considered as a part of the statutory public debt 

Insofar as military functions are concerned, section 403 of the National Security 
Act requires that budget estimates of the Department of Defense shall be prepared 
and presented in such form and manner as to account for and report the cost 
of performance of programs and activities, with segregation of operating and 
capital programs. Moreover, the estimates for the civil works projects of the 
Corps of Engineers are now presented in such manner as to distinguish between 
operating and capital programs. Thus, to the extent that H.R. 5135 and HR | 
5197 would require distinction between operating and capital expenditures, it | 
would appear that the purpose of the bills has been accomplished by existing law 
and procedures, insofar as the Department of Defense is concerned. However, ' 
the bills would go further by requiring the identification of productive capital 
investments. These are defined in the bills as those having a useful economic life 
of more than 10 years, and which are revenue producing or self-liquidating in 
nature. The very nature and purpose of the preponderance of items in which 
the military departments have capital invested is such that they are not and 
cannot be revenue producing or self-liquidating. While a very minor proportion 
of such investment consists of items which may be construed to be revenue 
producing in nature, for example, laundry and drycleaning equipment, printing 
plants, commissaries, industri] facilities, real estate with salable timber, Wherry 
housing, Capehart housing, and other real estate activities, they are not intended 
to be nor are they such in fact. Therefore, it is assumed that the revenue 
producing activities mentioned above are not included within the revenue 
producing activities described in the proposed legislation and that the bills would 
have very little, if any, application to the military functions of the Department of 
Defense. 
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lusion of obligations issued to finance productive capital 

The ns the ecelory public debt is a matter of national economic 

investments hich this Department makes no recommendation. 

policy ee eat of this legislation will cause no apparent increase in the 
pon ern uirements for the Department of Defense. 

budgetary 7° has been coordinated within the Department of Defense in ac- 
a procedures prescribed by the Secretary of Defense. 

cor 


The Bureau of the Budget advises that there is no objection to the submission 
e 


of this report. 
5 yours, 
Sincerely 3 Wiser M. BRUCKER, 


Secretary of the Army. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, April 7, 1959. 
, L. DAWSON, 
Hon, Win, Committee on Government Operations, 
House of Representatives. . 
Deak Mr. CHAIRMAN By letters of March 4, 19% 9, acknowledged March 5, 
requested our comments on H.R. 5135 and H.R. 5197. 
“ pills, which are identical, propose certain amendments to the Employ- 
t Act of 1946 to establish policies with respect to productive capital invest- 
Saal the Government. Section 4 of the bills would require the President 
tO include certain information in the annual budget distinguishing between 
operating expenditures and capital investments and further information, on a 
segregated basis, concerning productive capital investments. 

As you know, both H.R. 9038 and S. 3850, 81st Congress (enacted as the 
Budget and Accounting Procedures Act of 1950), as reported by the Com- 
mittees on Expenditures in the Executive Departments of the House of Repre- 
sentatives and the U.S. Senate, respectively, proposed an amendment to section 
901 of the Budget and Accounting Act, 1921, requiring the President’s budget 
to set forth “a segregation of operating, and of capital.and investment programs. 
This amendment would have implemented recommendation No. 3 of the Com- 
mission on Organization of the Executive Branch of the Government contained 
in its “Report on Budgeting and Accounting.” This amendment, however, was 
deleted from both H.R. 9088 and 8. 3850 on the floor of the House of Repre- 
sentatives and the Senate, respectively. Some information concerning capital 
investments is shown in the budget for the fiscal year 1960 (pp. 947-956). 
Similar information is required by section 403(a) of the act of August 10, 1949 
(63 Stat. 578), to be included in the budget relating to the Defense Establish- 
ment. The separation of operating expenditures from capital investments in 
the President's annual budget and the proposed additional duties which would 
be required of the Council of Economic Advisers concerning proposed capital 
investments might serve a useful purpose and, if such information is desired 
by the: Congress, we believe that these bills would tend to accomplish that result. 

Section 2 of this bill would declare it to be a further policy of the Federal 
Government, among other things, to exclude certain productive capital invest- 
ments from the public debt, and to retire the public debt. Section 4 of the bill 
would add a new section 6 to the Employment Act of 1946, subsection (a) (2) 
of which would provide that in computing the public debt there shall be 
excluded therefrom an amount equal to certain productive capital investments 
and subsection (b) thereof would provide that the amount of obligations issued 
to finance productive capital investments shall not be considered a part of the 
public debt for the purpose of the limitations on the public debt. The exclusion 
of borrowings from the public for the purpose of financing these productive 
capital investments from the computation of the amount of the public debt does 
not, and could not, in any way change the amount of the actual public debt of 
the United States. We believe that such an exclusion, by failing to disclose 
the actual amount of the Government’s borrowings, would misinform the public 
generally, and might tend to increase the number of authorizations of sub- 
a spending programs to be financed through further borrowings from the 
ublic. 

In the interest of sound accounting and a full disclosure of the true financial 
status of the Federal Government, we strongly recommend against enactment 
of the referred-to policy of the Federal Government to exclude certain pro- 
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ductive capital investments from the public debt and the proposed proy 
in subsections (a)(2) and (b) of section 6 to exclude such investme 
computing the public debt. 


isions 
nts in 


The subsection 6(b) beginning on line 1, page 4, of H.R. 5135 and line 4 Ditge 


4, of H.R. 5197 should be relettered to “(c)”. 
Sincerely yours, 
JOSEPH CAMPBEEI, 
Comptroller General of the United States 
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